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PREFACE. 


The following pages have been written with the 
object of meeting the needs of students who re¬ 
quire guidance in the study of economic problems 
pertaining to India and of general readers who wish 
to get acquainted with the chief features of the 
economic organization and development of this 
country. The book does not presume to deal ex¬ 
haustively with the subjects discussed—volumes will 
be required to do so. It only seeks to show briefly 
how the principles of Economics should be applied to 
Indian conditions, and to place before the reader the 
different aspects of Indian economic life. As such, 
the volume is expected to render material help to 
College students taking up general Economics, and 
Indian Economics in particular, as special subjects) 
and to all others who take any iuterest in the 
advancement of this country and especially in the 
promotion of its economic and social well-being. 

The general order of treatment usually found in 
text-books on Economics, has been followed with a 
view to conduce to the convenience of the student, 
but in doing so, care has been taken to bring into 
prominence chief among the peculiar economic pro¬ 
blems which require careful study and demand a 
solution, in this country. Thc^r .. ” principles 

ave been briefly indicated in 
.toplication to Indian condit 1. 



out. The economic changes which have taken 
place and which are in progress, have been traced, 
and the situation in India is compared with the de¬ 
velopment and position in Western countries. Very 
few people in India know the nature and working 
of even the simple laws which govern the pro¬ 
duction, exchange and distribution of wealth or 
are acquainted with the modern machinery of trade, 
currency, credit and finance. This ignorance lands 
people into curious mistakes when they try to tackle 
economic problems ; and well-directed attempts 
at the promotion of progress, are rendered difficult. 
Equally dangerous is the easy optimism of those 
who are led away by appearances and draw com¬ 
forting conclusions both from the contrasts and 
the analogies presented by Indian conditions when 
compared with those prevalent elsewhere. This 
book, it is hoped, will supply a corrective to both 
these tendencies and will afford a true insight into 
the economic situation of India. 

The author has freely stated his own views on 
each question—this was inevitable and even neces¬ 
sary—and has also given reasons why he holds 
them. He lias taken every care, however, to place 
the pros and cons in each case before the reader 
so as to stimulate thought and rouse a spirit 
of enquiry, and to help him to form an opinion for 
himself. The reader is referred, in each chapter, to 
the literature he must go through if he wishes to 

’'irtbex- and the student will 



It! 

find the references helpful in acquiring a more 
intimate acquaintance with the subjects of study. 
Only very recently has the importance of economic 
studies come to be appreciated, and the provision 
made for them is yet most inadequate. The text* 
books are very few and the information pertaining 
to different subjects is scattered through a large 
number of blue books, reports, monographs &c. 
The purpose of writing this book will be fully 
served if it satisfies the want which, the author 
knows, is keenly felt by students and general 
readers. 


Fekousson College, 
Poona. 

lit June, If) 17. 


V. G. KALE. 
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INDIAN ECONOMICS, 


Chapter I. 

Introductory. 

REFERENCES. 

Ranade: Essays i* Indian Economics ; List: The Kational Sys’em 
0f Political Economy ; Theodore Mon son : Economic Transition in 
India; and Organisation of an Indian Province:. Moreland : An Intro¬ 
duction to tit Study of Economics; Lees Smith : Studies in Indio* 
Economics ; S. V. Ketkai • An Essay on Indian Economics, D- E Wacha: 
Four Papers on Commerce and Industry, H Stanley Jetons. Lecture 
on tconomus in Ind.u, N. M. Muzumdar Lecture on fit Study of 
Indian Economics-, V. G Kale - Indian Inducts,al jni Economic 
Problems. 

1. Economics in India :—It is hardly possi¬ 
ble to over-estimate the value of a close and careful 
study of * Indian Economicsand the importance of 
the investigation of economic conditions and of the 
application of remedies suggested by it for the 
promotion of the well-being of the mass of the 
people, has been widely acknowledged. The ex¬ 
pression * Indian Economics ’ has, however, been 
often misunderstood, and the idea of its con¬ 
stituting a special brauch ol study has been even 
ridiculed. Though a few well-known zealous Indians 
have devoted themselves to a study of Indian econo¬ 
mic problems and have ev olved a certain distinctive 
line of thought as well as substantial and definite 
results from their investigations, it can hardiy be said 
that a 'school’ of economic thought, us such, has 
been yet established in this country. 

It is true that a set of earnest students look at 
the more prominent questions relating to lue 
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economic conditions in Indin from a particular point 
of view which does not accord with the an gle 
of vision of the authorities in this country and 
in England. Nor does it commend itself to an 
influential section of publicists and thinkers whose 
diagnosis of and remedies for the economic ills 
of India are entirely different. The problems of 
trade, laud revenue, currency, fiscal policy, caste, 
and the attitude t f the State towards industrial en¬ 
terprise, are thus subjects on which opinion is 
sharply divided, and if a generalization may be 
allowed on such a subject, it may be observed that 
the trend of economic thought in India is slowly 
hardening into an Indian ‘school’. 

‘ Indian Economics ’ does not constitute a sepa¬ 
rate science or a branch of the science of Economics. 
But Indian Economics may well lay claim to re¬ 
spectful consideration like English Political 
Economy, for instance, as it deals with pec uliar 
political, social, intellect ual and economic c onditions 
whic h constitu te an important subject of re search 
and study . At any rate, there is a general agreement 
that the progress of the country and the promotion 
of the welfare of its people, demand a s cie ntific 
investigation at the hand s of those who devote 
themselv es to an inq uiry into the material condition 
of the various classes of the community in India 
with a view to finding out remedies for its ameliora¬ 
tion. This is and ought to be the sense of the term 
1 Indian Economics’, and it should not be understood, 
as it is, to signify any fr esh c ont ribu tion to Economic 
Science o r the form ulation o£ new ec onomic theories. 

2. Peculiar (Conditions The social, politi¬ 
cal and industrial organization in India has it$ 
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peculiarities which require careful study and which 
cannot be made easily to fit., in.. with „ economic _ 
doctrines which prevail in Western countries. 
These countries themselves have passed through 
a variety of economic phases and experiences, 
and India appears to be on the high road to 
their ideal. The present industrial organization 
of Europe and America cannot be said to be the final 
phase of their development which has been brought 
about by different geographic, climatic, religious, 
political and intellectual influences. It is neitherjinal 
nor by any means perfects 

On what lines India should or will advance 
cannot be definitely stated. But the establish¬ 
ment of British rule in this country, the peace 
and orderly Government which prevail within its 
borders, the Western education which its people 
are receiving and the dose contact into which 
this ancient land has been brought with the other 
countries of the most distant parts of the world,—all 
these are factors whose influence on the develop¬ 
ment of India has been profound. The social 
institutions, the religious beliefs and the centuries- 
old traditions of the Indian people, have been and are 
being deeply affected by these influences, the result 
of which is a curious mixture of old and n ew. E aster n 
and Western . Consequently Indian economic phe¬ 
nomena have become most complex, though highly 
interesting, and it is difficult to say whither things are 
going. It is the work of the economist to dis¬ 
entangle this mass of confused facts and tendencies 
and to apply to them the laws of his science in such 
a way as to suggest the lines along which progress 
should beneficially be directed. 
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The vastness of the Indian continent, the variety 
of physical and climatic conditions which prevails in 
its different parts, and the different planes of intel¬ 
lectual and social progress on which the several Indian 
peoples stand —these constitute the immensely varied 
though attractive material on which the student has 
to work, and sweeping gene ralizations and theories 
about Ind ia as a whole a re absolutely out of the 
question, Yet the influences which British rule has 
set at work are common and they are shaping the 
economic as well as the political destiny of the land 
in a manner the tendencies and results of which are 
discernible to the careful inquirer. Outside observers 
who do not know the Indian people intimately, 
therefore, feel that “there is an urgent need that 
some one or some group of men should set about 
trying to create a distinctly Indian political economy. 
The difference between the problems of England 
Bnd those of this land must show you that there 
can be no greater danger than that of blindly fol¬ 
lowing the writings of English economists. They 
are writing for a country in which the conditions 
are entirely different to those which obtain here and 
they have at the back of their minds problems 
which are everything to them but w hich iir@ little 
or nothing to you. "* 

3. Economic Policy— Since the rise of the 
Historical School of Political Economy, economic 
haws have lost their old_ d ogm atic chara ct er, and 
it is now usual with economists, in dealing with 
the problems that come within their purview, to 
make allowance for different circumstances which 
affect the operation of the laws of their science. 


■ Let* iMuith .' Studjea in Indian fceanomk*.' 
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The axiomatic assumptions of the older economists 
are no longer accepted as the starting points of 
discussion, but the development of every economic 
phenomenon and institution is carefully traced and 
the Rearing upon it of po litical, sociaj and intel¬ 
lectual environments i s p roperly taken into, account. 
The inductive method of inquiry, used in conjunction 
with the deductive, has strengthened the position of 
the economic science and has rendered the role of 
the economist more practical and valuable. 

In economic, as in political affairs, two diffe rent 
and conflicting: veins of thought are seen running 
along the development of the policy of the State in 
this country. Imbued with ideas and theories imbibed 
in England, the lnd ; an rulers have sometimes 
attempted to foist upon an alien civilization the 
systems accepted as correct and beneficial in t heir 
own country,_and it is no wonder if the doctrines 
of the orthodox economists should have been applied 
wholesale to the conditions in_India. On the other 
hand, the peculiar features of the political and social 
organization in this country have been made the 
ground of a refusal to adopt in India measures which 
experience has proved beneficial in England and 
particularly on the Continent and in America. If 
laissez faire has thus been the keynote of the 
policy of Government in cei tain matters, in others 
it_ has gone tothe other extreme, and some of its 
measures are na tional and socialist ic to a de gree*. 1 ' 
We have noticed this fact not to emphasise the in¬ 
consistency lurking in the policy of the State in 
India but rather to show that the lessons of the 
recent development of economic thought have not 


bee Ranade's Eu»y ou Indian Political Eooaoaty. 






Indian Economics. 


6 

yet been adequately taken to heart by Gere fom ent. 
Students of Indian Economics feel that the expe¬ 
rience gained by nations simil arly c irc um stanced as 
> India, is very valuable and that the measures taken 
by their Governments to promote the national pros¬ 
perity of their people should be adopted in this, 
cou ntry , though they may mi litate against pre-con- 
ceived notions as to correct ec onomic doctrines 
which, after all, have a relative applicability. 
Writers of the Historical or National school of 
Economics, therefore, insist that “ scienc e mus t not 
deny the nature o f ^special national circumstances, 
n or ig nore and misrepresent it f in order to promote 
costnopoUt&U QbjecLa, These objects can only be 
attained by paying regard to nature, and by trying 
to lead the separate nations in accordance with it 
to a higher aim";* 

Apart from the different g eograph i cal, cli m atic, 
religious and so cial factors which peculiarly affect 
the economic condition of a community, there 
are other currents and cross-currents such as the 
sense of social and national pride, th e stru g gle lor 
s elf-preservation , the ambition to attain predomin¬ 
ance over other nations and the desire to achieve 
* higfrgr standard.-aLiiting, which play an im¬ 
portant part in determining the actions of peoples 
and states. In the construction of ‘an independent 
body of economic doctrines which could be logically 
deduced from the observed facts of Indian society,'t 
special national considerations will have their own 
share. Indian Economics will, in this sense, be as 
List says, a National Political Economy as dis¬ 
tinguished from the cosmopolitical. Economic 


Frederik Lilt. 


t Theodore Moriion. 
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doctrines must go through the ordeal of applicabi¬ 
lity to Indian conditions, Mr. Ranade systematic¬ 
ally showed how this was necessary and his lead has 
been followed by several students who have thought 
and written on the subject. Sir Theodore is right 
when he observes that the time has not yet come 
1 when it is p ossibl e to attempts complete statement 
of the economics of iodian industry ', because * the 
material at our disposal is at present too scanty’; 
yet the pains-taking aud observant student knows 
Indian conditions well enough to enable him to 
discuss and indicate the direction in which things 
are moving and ought to move. 

4. Importance of Economic Studies. —That 
Indian Economics deserves careful study, is a 
truth which happily has now been recognized, 
as we have stated above, on all hands. In spite 
of its great value, however, for the promotion 
of the well-being of the people of the country, 
the subject has hardly received the attention 
it deserves. “Who will deny that fo* the future 
well-being of our national prosperity, the study of 
economics is of priceless value ? Is it not our para¬ 
mount duty to wake up in this respect, if we are 
to succeed in the keen competitive race now going 
forward in the world, in arts and industries, manu¬ 
factures and commerce, in fact, in all matters whic4 
contribute to the larger production of wealth ? The 
universal recognition of economic studies iu all the 
civilized countries of the West is, we nerd not say, 
the most gratifying feature of our busy age and the 
most hopeful sign of the better welfare of the hu¬ 
man race in the future. We earnestly put it to our 
countrymen whether they are to stand aside while 
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the human race is progressing ?”* Earnest men, 
convinced of the close relation between a correct 
knowledge of economic laws and conditions on the 
part of the people apd the progre ss of society that 
may be achieved by the practical application of 
that knowledge, have always deplored in India the 
(general apathy of the educated classes towards cco- 
Inomic studies. This indifference mav be due to our 
de fective system of e ducation or the discouraging 
Conditio n} that surround the stpdqnt- Whatever the 
cause may be, latterly signs of improvement have 
been visible on all hands. The Universities are taking 
kindly to the subject, for the teaching of which 
provision is being made, and the need of a 
study of economic science and of Indian Econo¬ 
mics, has been emphasised by the reform of our 
Legislative Councils and the economic awakening 
which seems to have corue over the country. 

Indian Economics, as we have pointed out above, 
is no t a sepa rate s cien ce, because it does not seek to 
discover new laws which were not known to earlier 
thinkers. We have indeed to observe thingsjis. they 

economic phenomena like high puces, low wages and 
increasing rents and to point out the relation of cause 
and effect. But we have also to point out how im¬ 
provement may be effected by individual or collective 
action, and how evils may be prevented and reme- 


died. 

It 

thus suggests 

an 

application ofthe 

economic 

laws to Indian 

conditions. It partakes 

more 

of 

t-li© nature o£ 

the 

art of Economics 

or of 

a 

normative science. 

At any rate, the 






* Mr. D. E. Waeba: "Poor Paper* on Commerce and Statutes." 
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Importance of a systematic study of Economics 
in India can not be disputed at this time of day and 
has indeed been admitted by all thoughtful people 
and the Government. 

5. Theory and its Application.—- The com¬ 
parative poverty and the general backwardness of the 
people of this country , are patent to every one who 
has devoted any thought to the subject. Their 
standard of living a id their earning capacity are ex¬ 
tremely low and the scope for improvement is vast . 
The social structure, the industrial organization and 
the political status, ail require reform, and if a con¬ 
scious and systematic effort is to be made, it must 
be based upon accurate knowledge of facts and 
well thought-out schemes. \\ hat part the State 
should play in bringing about this consumma¬ 
tion, what steps it ought to be expected to take and 
how the creation cf larger quantities of wealth in 
the country should be facilitated by changed action 
of individuals and groups of individuals—these ques¬ 
tions depend for their solution uponec onot nc studies , 
whose results maybe relied upon with a view to 
action. {The growing population of India must be 
decently housed, fed and clothed and the level of it§ 
living must be raised. The national dividend must 
increase so that a much larger share may f all to the 
l ot of each citizen, e nabling bun thereby to live a more 
decent and comfortable life. ^The present condition 
iu this respect, is, by common consent, most un¬ 
satisfactory and the problem can be effectively solv¬ 
ed only by a fruitful economic study and ; u earnest 
endeavour to apply the remedies suggested by it. 

“That spirit^self-sacrifi ce is wanted amongst 
increasing numbers in this great Empire ; it is want¬ 
ed particularly in Economics and the kindred social 

> 
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sciences, for truly the problems of an economic 
character awaiting solution are gigantic. There are 
certain ways, too, in which India may be said to be 
peculiarly dependent upon the science and the art of 
economics for progress in social legislation."* ‘We 
are all economists now’ ; and many people believe 
that they know the nature of social ailments and their 
specifics. "It is a popular delusion, that, while eco¬ 
nomic science itself is a difficult subject, the dis¬ 
cussion of practical problems, in which economic 
forces play an important part, can safely be under¬ 
taken without special preparation. There is no 
warrant for this view. The study of economic 
theory is, indeed, difficult; but, the application of 
the knowledge, which that study wins, to the guid¬ 
ance of practical affairs, is an even heaiver tusk ; 
for, it needs, not only a full understanding of the 
theory, but also the trained .Judgment that can 
balance against one another a large number of quali¬ 
fying considerations.”t 

Though the task of students of economics is 
so very difficult and responsible, its practical 
usefulness cannot be over-rated. Prof. Pigou goes 
on to observe :—“ The co in plicat ed analyses, whigh 

for the betterment of . hum ^p life . The misery and 
squalor tlJaTsurround us, the injurious luxiiry o f 
some wealthy families , the terrible uncertainty 
over-shadowing many families of the poor,—these 
are evils too plain to be ignored. Whether the 
life of man ends with his physical death, or is 
destined to pass unscathed through that gateway, 


•Pro'. H. Stanley Jevone: Ecanomirs in hiJia-Itiaugural Lecture 
f Fret Pifon ; Wealth and Welfare. 
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the good and the evil that he experiences here 
are real; and to promote the one and restrain 
the other is a compelling duty. It is easy, it 
we will, to make the difficulty of the task afl 
excuse for leaving it unattempted. But, difficulties 
which deter I he \r pnk, orp a ^pur u tirl stimulus tO '- 
the strong . To display them, not to conceal them* 
is the way to win wort hy recruits . Neither by the' 
timidity that waits at a distance, nor by the wild 
rush of undisciplined ardour is the summit of great 
mountains attained. First we must understand our 
task and prepare for it; and then, in the glow of 
sunrise, by united effort, we shall at last, perhaps, 
achieve." 

6. Economic Problems:— The task of the 
economist is much more responsible in India than in 
other countries. His conclusions will run counter to 
the accepted policy of the State i n certain respects 
and in others they will come in conflict with the pre- 
conceivecLn otions of the people. Not only has the 
Indian economist to distentangle complex facts and 
correctly to interpret them, pointing his finger to 
the right path of progress to the State and to the 
various classes of the community, but he has also to 
expose himself to the charge of being an impati ent 
i dealist, an arm-chair politician or an unpractical 
and irreverent, radical reformer. He will have to 
say things which will prove unpalatable to the 
Government and the people as they refer to the 
policy and measures of the State and the beliefs 
and social customs of the different classes of the 
pfpulation. Neither this difficulty nor the other 
of analysing complex problems and suggesting their 
solutions, ought to deter the economic student from 
his thankless task. 
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Should Indian industrial development run along 
Western lines F Can India be a manufacturing 
country ~? Is it practicable and desirab le jtg 
continue the old indigenous industries, and can, 
small industries compete with foreign factories, 
working on u large scale? How do social institutions 
like caste, affect the economic progress of the peo¬ 
ple ? What change in the political and social institu¬ 
tions of the country is needed to promote that pro¬ 
gress ? Is the existing educational system of the coun¬ 
try calculated to lead to rapid improvement ? Is the 
present land revenue system in need of reform? How 
can more taxes be raised from the people without 
prejudicially affecting tlieir standard of living and how 
may they be spent to their undoubted benefit ? What 
should be India's fiscal policy and what should be 
her relations with the other parts of the British 
Empire and foreign nations ? What should be the 
currency system of I ndia and how should bankin g b e 
developed in the country ? What is the condition 
of agricultural and factory labour and how may it 
be improved ? 

7. The Role ol Economics:—Those and other 
questions of this character confront the Indian eco¬ 
nomist and demand a soultion at his hands- And 
well may he be weighed down with a sense of 
responsibility that rests upon his shoulders. Eco¬ 
nomic inquiry ought not to be merely an intellectual 
pastime to him. The influence of economic inves¬ 
tigation and of the conclusions to which it may point, 
must be brought to bear upon the life of the com¬ 
munity and the actions of the State. In this lies 
the peculiar importance of the work of the eco¬ 
nomist. “ The economic student, if he is worthy of 
his culling, will proceed without fear or favour j he 
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will be tabooed as a socialist bv some, as a minion 
of capital bv others, as a dreamer by more. But if 
he preserves his c learness of visi on, his openness of 
mind, his devotion to truth, his sanity of judg¬ 
ment, the deference paid to his views which is 
even now beginning to be apparent, will become 
more and more pronounced. The influence of eco¬ 
nomic conditions on economic theory has heeri r let us. 
hope, abundantly demonstrated ; but the reciprocal 
influence of economic thought on actual conditions 

is in danger of being over-looked.Economics 

is therefore both the creature and the creator. It is 
the creatme of the past: it. is the creator of the 
future. Correctly conceived, adequately outlined, 
fearlessly developed, it is the prop of ethical up¬ 
building, it is the basis of social progress.”* It is in 
this spirit that Indian economics must be conceived 
and the Indian economist must work. And the value 
of economic studies in India can not be too much 
emphasised under the conditions which exist at 
present in the country. 


beligman. 
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8. Progress.—The principle of evolution has 
been applied to the study of phenomena of social 
change, and striking results have been obtained. It 
is now the practice to study the stages through which 
religion, literature, political institutions, morals, 
social customs and industrial organization have p assed 
before reac hing the particular fo rms we witness in 
different countries- This knowledge of the past and 
the present is a useful guide to the determination 
of the future, and the statesman and the social 
reformer may derive ample benefit from a study of 
social evolution. History records examples of peoples 
who stagnated-and decayed, and we see before our 
eyes nations which are going forward with* rapid 
strides. Progress is a complex phenomenon. It is 
quite possible that in a community there jaay fie 
visible a stro ng intellectual grjpw& .-and_..yejL physi¬ 
cally; m aterially and morall^iTm^ be_on _a.jiom- 
wa rd grade. ' Different social and political condi¬ 
tions act and react upon one another, and progress 
is the sum-total of development taking place in 
wrious directions. The well-bein g of a people is 
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not determined only bv an increase in th e_ wealth 
it produces and has at its disposal . Nevertheless, 
it is a valuable criterion of its progress. Steady 
increase of population, improvement of its physique - 
and health , an augmented production of -wealth 
owing to the application of science to indus tries, a 
satisfactory distribution of the nation’s income 
among the variou s classes of which it is composed . 
a bettering of the material condition of the masse s 
and t he easier accessibility of intellectual and social 
comforts to a continually growing section of the 
community— these are indications of progress, and 
every nation must strive to attain a higher and 
higher stage of development.* 

9. Wealth and Welfare —But material wealth 
is only one factor in the welfare of a community and 
by no means the most important factor. Man does 
not live by bread alone. Materialism which subordi¬ 
nates the internal sources of satisfaction to the 
external, has been condemned.by most religions, and 
the pursuit of wealth by individuals and the peculiar 
social organization to which it gives rise, are often 
regarded as inconsistent with high moral ideals. 
The Christian -view’ of wealth would seem to be that 
“wealth is lesr important for welfare than the inter¬ 
nal sources of s atisfaction; an inctease of wealth 
is not necessarily an increase of welfare and wealth 
should'norbe allowed to stand in The. way, of other 
feincfs of welfare ; it is rot possible for a rich man 
to enter the kingdoip of Heaven, but bis riches are 
as great an obstacle to entering the kingdom as a 


* S«e Prineii let o' FUili«»l Economy- Vot. IH by Prof. NkhoUon. 
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camel’s load is to passing through a postern gate.’’: 
Those who take this view do not, of course, contend 
that an increase of material wealth brings no satis-* 
faction or that it adds nothing to welfare. But 
they are of opinion that the pleasure contributed bv 
the increase of wealth is evana scent and uncertain 
and is theref ore inferior to spiritual wgiljarg£ 

In all countries and at all times, individuals have 
preached and even practised the simple life in which 
wants are reduced to the smallest dimensions, and 
contentment is sought which does not depend upon 
the possession of the goods of this world. Under 
modern economic organization, and according to 
modern conceptions of welfare, emphasis is usually 
"iaid on external sources of satisfaction though 
material wealth is not unoften regarded as a potent 
means to attain a higher end. There is a marked 
tendency to ide ntify we lfare with .wealth and the 
condition of a nation, as of an indiv idual, is guaged 
by the measure of money income. It was this con¬ 
ception of wealth which brought upon the modern 
industrial regime and doctrines the pious wrath of 
thinkers like Ruskin and rendered economic science 
an object of condemnation because that science was 
based upon the principle of self-interest. 

10. Ethics and Economics.— This antagonism 
between Ethics and Economics is not real. In the 
first place, it must be noted that the desire to im¬ 
prove one’s materia! condition, the ambition to rise 
to a higher status in society and the hankering after 
the possession of worldly goods, are not the peculiar 
features only of modern times and of modern civiliza¬ 
tion, Recent progress of humanity has chiefly lain in 


" Economics for the General Reader’’ by Hear/ Clay. 
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maiTs Increasing conqu est over, the powers of nature 
fend thei r .utilization for the p romotion of man's com- 
fg£t. As new utilities are being discovered, the 
range of objects calculated to satisfy human wants 
is extending. More than a hundred years ago, Mal¬ 
thas was at a loss to know how the growing popula¬ 
tion of the world would be fed, but his fears have 
bee n falsified by the continually increasing stock of 
tfre nece ssaries of life a nd even of superfluities. 
thanks to the progress of physical sc ience and im¬ 
provement in man’s po wer of organization. Some peo¬ 
ple appear to think that the materialism of their 
generation, indicated by the increasing number of 
wants aud the waxing struggle of man to satisfy 
them, betrays the degenerate character of the days on 
which they have fallen, and they cast ‘a longing, 
lingering look behind ’ on a golden age which they 
locate Somewhere inThe past. But they fail to realise 
that if their lme of reasoning were rigidly followed, 
the happiest times in the history of mankind would 
be those when it had not yet emerged from the 
primitive condit ion. They will have to set up the 
savages as the happiest human beings whose lot they 
may envy, inasmuch as they have very few wants, 
and have not much trouble in satisfying them. 

It may, however, be contended that we are exag¬ 
gerating the position of those who condemn material¬ 
ism and advocate the r eductio n of wants in number and 
inte nsity. What they perhaps mean is that material 
wants should be replaced by wants of a ncfeler kind . 
Plain living and high thinking is a motto which we 
respect and thoroughly approve, and no better ideal 
can be put’-before an individual or a community. But 
it is erroneous to suppose that purely economic wants 
have absolutely no moral value. “Each new want; 
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is an additional bond between men , since we cannotl 
as a rule, satisfy it without the help of our fellows i 
in this way the feeling of solidarity becomes stronger. 
The man who has no wants, the anchorite, is 
sufficient to himself; this is just what he should not 
be. As for the working classes, we should be glad, 
and not concerned, that new wants and desires tor¬ 
ment them unceasingly; were it not for this, they 
would have remained in perpetual bondage. ’ 1 * In 
fact, no civilization would have been possible if our 
ancestors, whose attitude on life is sorely misunder¬ 
stood and misrepresented, had not striven to pro¬ 
mote their material welfare and had remained con¬ 
tent with things as they found them. 

11. n Misconception.— Communities have ad¬ 
vanced from one economic stage to another, and at 
each step they have had their own problems to face 
and evils to contend with. Conditions in our times are 
quite different from what they were even in the near 
past. They have grown more complex and the diffi¬ 
culties involved in them are being overcome. Means 
of communication have become easier, and no jpeor_ 
pie can now live in isolation and ramain nnuff*^ fry 
• a contact with other communities and nations. New 
nations have risen and are expanding, and popula¬ 
tion is everywhere increasing. Peace and democratic 
government, the advance of the physical sciences, 
and the nf ir.t«rn R tjnnfti cnmniM^ are 

fq^in&Jn^WTJghlemg,to the front and every im¬ 
munity has to adjust itself to these changing condi¬ 
tions. Old institutions have grown out of date.and 
are found unsuited and old sol utions have lost their 
applicability. ^ A community will, under these tig* 
cumstances, gj&afljjalLaL Us peril, and Ihfc&mev o£ 

•Cbwrk* Okk: Political Economy. 
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iBasaUad atfadaUam ""g** 10 m-whiie 

we m© engaged in the work o£ reconstruction and 
readjustment . "In every age poets and social re¬ 
formers have tried to stimulate the people of their 
own time to a nobler life by enchanting stories of 
fke virtues of the heroes of old. But neither the re¬ 
cords of history nor the contemporary observations 
backward races, when carefully studied, give any 
Rapport to the Uoctrine that man is, on the whole, 
harder and harsher than he was, or that he was ever 
more willing than he is now to s acrific e his own 
happiness for the benefit of others in cases where 
custom and law have left him free to choose his own 
course. Among races whose intellectual capacity 
seems not to have developed in any other direction, 
and who have none of the originating power of mo¬ 
dern business men, there will be found many who 
show an evil sagacity in driving a hard bargain in a 
market even with their neighbours. No traders are 
more unscrupulous in taking advantage of the ne¬ 
cessities of the unfortunate than the corn-dealers 
and money-lenders of the East."* 

VL No Conflict.-IUs a^sc^cejptionjtosup- 


pose that man is, on the whole, pinr^ dkhrmtmt 
mfdlt dYm^ era sulfounarngs than he wa s in - the past 
and that the .modern economic organization has Mta 
demoralization. There is evidence, on the contrary, 
to believe that ethical considerations are having 
greater sway over the individual and the 
mind and that the social and economic institutions 
of the present day are making man, on the whole, 
a better man.t Had this not been so, our interna¬ 
tional commerce, finance, banking, and concerted 


* Marshall—‘'Beottomics at laduatjr." 
t Sat JUy’i "Bwtatijn id faduitrial Sockty.” 
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action for material and moral improvement on the 
part o£ the nations of the world, would have been 
impossible. These developments presuppose and„ 
foster greater mutual trust and. sympathy, and . the, 
ethical sense of civilised communities is perceptibly 
growing stronger every day. There is really no 
antagonism, as we have said above, between 
correct economic action and true economic theory. 
In this connection Prof. Seligman observes 
u Sympathy or altruism pushed to an extreme in¬ 
volves the destruction of self and therefore the death 
of society ; self-interest or egoism pushed to an 
extreme means the destruction of others and there¬ 
fore likewise the death of society. Social life can 
endure only through a balancing of these two 
principles, each reinforced by the other/ Since 
economics, like ethics, i s primarily a so cia l science, 
the true economic action must in tl»» long run be an 
ethical action . An individual may pursue selfish 
economic ends, and may augment his own wealth ut 
the cost of moral progress ; but he is then subordi¬ 
nating public to private considerations. Broadly 
speaking, regarded from the point of view of society, 
as a whole, what is economically advantageous must 
in the long run be right; and what is correct in 
ethics must in the end also be profitable to the 
business world. The modern economist, therefore, 
has become just as mindful of the ethical aspects of 
every economic problem as the modern moralist has 
been forced to recognise the economic side of his; 
ethical problem.’’* 

{Our conclusion, theiefore, is that though 
material wealth is not the only source of wel- 


I rmcipltt oi tvouomui. 
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fare, it is not to be despised, because it too 
assists largely in elevating man to a higher level. 
Production upon a more extensive scale is placing 
within the reach of the lower classes the means of 
intellectual happiness which are no longer the mono* 
poly of the few favourites of fortune. Apart, again, 
from what the ideal human being should be, man as 
he has been and is to-day, warns material comforts 
and our economic organization must be so designed 
as to provide these in sufficient quantity. “Wealth 
gives liberty in this sense : it increases opportunity 
givingjthe possessor more choice in t he use of his time 
and fulle r means of self-determi nation or self-expres¬ 
sion The affect of an increase of wealth upon welfare 
may be neutralized by misuse or waste : the increase 
must be balanced against any Glmnge for the worse 
ill the conditions of production, and allowance made 
for the indirect effects which an increase in one 
person’s wealth may have upon other people’s wel¬ 
fare. But the increase in opportunity remains; 
there is a potential increase in welfare.”! 

13. India no Exception.— This discussion of 
the character and effects of wealth may appear super¬ 
fluous or irrelevant. But in a treatise on Indian 
Econemics, a reference to tiiis question is essential 
inasmuch as it has been discussed in this country 
from very remote times and two rival schools of 
thought have been fighting over it. There is also 
an amount of misconception prevalent about it in 
India and outside. It is usual to contrast the 
materialism of the West, of the land of ‘the mighty 
dollar,’ for instance, .and the spiritualism of Indie, 
and this contrast is sometimes cherished by Indians 
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as a compliment and not often made by outsiders 
through a feeling of contempt mingled with pity. 
This difference between the two attitudes on life 
strikes the superficial observer as fundamental, and 
Indian people are not unoften relegated to the 
category of inferior races. But the same judgment 
could have been passed upon the peoples ofEurope in 
the Middle Ages and may be passed on some of them 
even at this date. In the words of the late Mr. Justice 
Ranade, India has been ruralized and at the present 
moment, stands upon the threshold of the capita-i 
listic and factory regime. Because India is poor, 
the wants of her people are limited and agriculture 
is her main industry, it does not follow' that she is 
more spiritual and dreamy than the West or that 
she is of a weaker mould. > There is abundant 
evidence to prove that India was rich in the goods 
of this world as well as in spiritual and cultural 
wealth ; that her people desired and enjoyed material 
pleasures; and that arts were cultivated and the phy¬ 
sical sciences were developed in India. The poverty 
and backwardness of India are due to other causes— 
she has not been able to march with the times and 
her progress was arrested.' And this does not prove 
that Indian people are wanting in the sense of 
enjoyment or that they are so much taken up with 
the thoughts of the other world that they have no 
appreciation for mere material pleasures. \ 

14. Evidence of History.— The history of 
India, even of the remote past, is full of evidence 
which proves that the judgment contested above is the 
result of ignorance, and is based upon a superficial 
observation of the existing state of things, i Jins 
splendid empires of Chundragupta and Ashoka, of 
Samudragupta and Harsha, of the Moguls and of 
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the Marathas, would have been impossible, if the 
people of India had scorned the joys of this world 
and had been incapable of material progress. ^ The 
extensive commerce this country carried on with 
the outside world, even in the times of the ancient 
Greeks and the Homans, bespeaks the enterprise 
and industrial activities of the Indian people. The 
cloth, timber, precious stones and spices of India 
were carried to Persia, Egypt and to the countries 
situated on the Mediterranean const.* The large 
and beautiful buildings, the canals and public roads 
of the times of Mahomedan rule, the arts and 
industries which distinguished India and attracted 
to her coasts the adventurous merchants of the West, 
do not certainly support the idea that the Indian 
spiritual ideal is such as to militate against the 
prospect of her attaining material prosperity. 

Far from this idea being accepted as a sort of 
compliment, certain Indian scholars, have strongly re¬ 
sented the stigma cast upon Indian civilization and 
Indian character, and they have demonstrated from 
facts recorded in documents that for several centuries 
India was in the vanguard of material as well as 
of spiritual development. “ Much of the prevalent 
notions regarding the alleged inferiority of the 
Hindu genius in grappling with the problems of 
this mundane sphere and the extraproneness of 
the Indian mind to metaphysical and impractical 
speculations, can vanish and be proved to be the 
results of mal-observation and non-observation lead¬ 
ing to * half truths which are really whole errors’— 
only if we apply the historic—comparative method 
in studying Indian facts and phenomena. For all 

* See " Four Taper# on Commerce and Statistic#" by Mr. D. £• 
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Indologists should remember that the wonderful 
achievements of the western nations are strictly 
speaking only a century old. So that if, while 
instituting a comparison between Hindu and Oc¬ 
cidental cultures on the score of physical ‘sciences’ 
properly so called, applied arts and industries, care 
were taken to eliminate from one’s consideration 
the triumphs and discoveries of the last few genera¬ 
tions, the Hindu scientific intellect would be found 
to have been in no way lagging behind.”! 

15. Civilization in India. —The economic con¬ 
dition of England and the organization of British in¬ 
dustries wero revolutionised in the beginning •!' the 
nineteenth century by the use of steam power and 
the installation of machinery, and Great Britain en¬ 
tered upon a career of industrial prosperity, which 
made it pre-eminent among the nations of the world. 
But before the mechanical inventions of the close of 
the eighteenth century and the inauguration of the 
factory system in England, the material condition 
of that country and its civilization were by no means 
superior to those of India. For a long time the 
4 arts and crafts of this country held their own against 
British manufactures though the latter were support¬ 
ed by machinery, steam power and a national policy 
of protection. Observers in’ the eighteenth and the 
early part of the nineteenth century, weie impress¬ 
ed with the mild disposition, simple habits, polished 
manners and the religiousness of the Indian masses 
and Sir Thomas Muro delivered himself with regard 
to Hindu civilization as follows :—“ 1 do not under¬ 
stand what is meant by the civilization of the 
Hindus ; in the higher branches of science, in the 


t Sacred Books of the Hindus: Vul XVI 
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knowledge of the theory and practise of good 
Government, and in education which, by banishing 
prejudice and superstition, opens the mind to re¬ 
ceive instruction of every kind from every quarter, 
they are much inferior to Europeans. But if a 
good system of agriculture, unrivalled manufactur¬ 
ing skill, a capacity to produce whatever can con¬ 
tribute to convenience or luxury; schools established 
in every village for teaching reading, writing and 
arithmetic ; the general practice of hospitality and 
charity amongst each other ; and above all, a treat¬ 
ment of the female sex full of confidence, respect 
and delicacy, are among the signs which denote a 
civilized people, then the Hindus are not inferior 
to the nations of Europe ; and if civilizatiou is to 
become an article of trade between the two coun¬ 
tries, I am convinced that this country (England) 
will gain by the import cargo.” * 

16 Religion and Material Progress. —It is 
true that Indian philosophy and Indian religions have 
taught that this world is an illusion and that the 
goal of man should be total emancipation from the 
thraldom of egoism. The teaching of Christianity 
too may be shown to be essentially of the same 
kind, and it has not stood in the way of the endea¬ 
vours of Christian nations to attain material prospe¬ 
rity. Several precepts of Christianity and the con¬ 
duct of devout Christians before the epoch of the 
Renaissance and even in later times, bear a striking 
resemblance to the doctrines of Hinduism and the 
ascetic tendencies of its followers of w hich so much 
is made. I he Aiitvana of Buddhism may be regard¬ 
ed even more depressing and antagonistic to mate- 


* Quoted by R. C. Duit in his Economic 1 listen of British India,’ 
4 
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rial,pleasures, but it did not prevent rioddhistic em¬ 
perors and their subjects from making remarkable 
progress in politics, arts, architecture and industripi, 
andr jydaduism was able to regain its ascendancy. 
The*£act is that, though asceticism and a subordina¬ 
tion of the body to the spirit, have been universally 
held ashigliideals, they have rarely influenced in <&ftt 
direction the life of the mass of people in any country 
and at any time. The spiritual ideal is highly cherished 
but is seldom translated ante action, though it exer¬ 
cises no small influent e upon individual life and 
social customs. This is a statement of fact and not 
a justification of tendencies. 

We are told that the glaring divergence be¬ 
tween the precepts cf religion and the conduct 
of its followers does not prove the futility of 
the former, but a failure cf the latter to under¬ 
stand it and act up to it. Religion has to be 
properly interpreted and adjusted to the position 
and requirements of the people. “As a matter of 
fact, it is not only the question of war that raises 
a difficulty between the ideals of jesus and the tra¬ 
ditional practice of the churches ; the problems of 
justice and law, of crime and coercion, of murriage 
and divorce, oi industry and thrift, of wealth and 
commerce in all their forms, are raised in the most 
uncompromising way by the Sermon on the Mount, 
which challenges the whole structure and practice 

of civilized society. ..If by “ Cnristiau,** we 

are to understand a literal interpretation and carry¬ 
ing out of all the precepts attributed to Jesus, there 
never has been and there is not at present, any 
Christian Church existing on a large scale or influ¬ 
encing national affairs; still Jess has there ever 
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been, or is there now, a Christian state.''* 
therefore, misleading to represent the 
aslormed of a stun and cast in a mou’ 

frofTTESse^FSTSir 
cWSsTTOf 




damental and permanent, hul aecide^fll, 

scent. ’ 


** m *Tl. Spiritual and Material.—In India itself, 

the scope and the character of the spiritual and the 
material have always been correctly understood and 
the apparent conflict between the two has been 
satisfactorily disposed of. The controversies over the 
teachings of the Bhagv.idgita which have recently 
assumed an acute form, iu Maharashtra, are signifi¬ 
cant in this connection and prove that the gulf be¬ 
tween the ideals of renu nciation and action, has 
been bridged. The Hindu Shastras have enjoined 
upon the house-holder the performance of his proper 
duties which it would be a sin on his part to neglect, 
and the home and family life are invested with a 
peculiar sanctity. Explaining the character of 
wealth, Mr. W. H. Moreland says :—“It is true that 
in most countries persons will be found who do not 
wish to have such possessions of their own, and the 
number of such persons is probably larger in India 
than in Europe, because of the tendency to adopt 
an as cetic way of life ; the sincere Sanyasi or Fakir 
is distinguished from the rest of us mainly by the 
fact that he does not want to possess things of the 
kind which we have named. But even in India 
sincere ascetics form only a very small proportion 


* u The War snd Religion”— Allred LoSay. 
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of the population, and leaving them out of account 
it is correct to say that ordinary people want to 
possess the same kinds of things, and among the 
things they want are those which we are consider¬ 
ing.”* The Indian people are, therefore, neither 
better nor worse than other nations and communi¬ 
ties, and their peculiar spiritual and metaphysical 
characteristics are such as are found among other 
people similarly circumstanced. “The Hindu has 
no doubt always placed the transcendental in the 
foreground of bis life's scheme, but the Positive Back¬ 
ground he has never forgotten or ignored. Rather 
it is in and through the positive, the secular, and the 
material that the transcendental, the spiritual, the 
metaphysical have been allowed to display them¬ 
selves in Indian culture history. The Upanishads, 
the Vedanta and the Gita were not the works of 
imbeciles and weaklings brought up in an asylum of 
incapables and a hospital of incurables.” t 

18. East and West. —It is said that the com¬ 
plete absorptionof the individual in the universal soul 
and his emancipation from the fetters of the mate¬ 
rial world and the need of action, is the ideal of the 
Hindu religion. But it is in reality the unique me¬ 
rit of the Bhagvad-gita, the Gospel of the Hindus, 
that it has reconciled the material to the spiritual 
and ha3 spiritualised the material. This fact is not 
generally properly understood and hence the preva¬ 
lent misconceptions and exaggerations. A more 
faithful exponent of Indian ideals and Indian culture 
than Sir Rabindranath Tagore, it will be difficult to 
find, and while in Japan recently he observed to an 
American interviewer thus:— 

* “An Introduction to Economic*.’* 

t The wared Books of the Hindus: Vol, XVI, 
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“ Ton ask me to characterise the difference between the 
Eastern and the Western outlook. That is very difficult 
although the difference is Tery real. In the East we are 
conscious through all individual things of the infinity which 
embraces them. When I was in England I felt there was 
an incessant rush of just individual things upon me 5 it was 
not a question of noise and bustle and haste only, but the 
whole atmosphere lacked the sense of infinity. Upon me it 
had the effect of hampering reflection and meditation. No, 
I should not describe the difference as one between spiritua¬ 
lity and materialism, though that is the way it is often put. 
I hare known too many noble and devoted men in England 
who practise renunciation and self-sacrifice and strive for 
humanity to deny your Western civilisation spirituality. No 
country could staud the shock of this war if it lacked spiritu¬ 
ality. But it is a different kind from oars. It is not 
penetrated as is onrs, with the abiding sense of the infinite. 

‘‘ Do I think that Eastern thought, the Eastern outlook 
can be reconciled with the mechanism of Western civilisa¬ 
tion ? I think it can and must be. In the East we have 
striven to disregard matter, to ignore hunger and thirst, and 
so escape from their tyranny and emancipate ourselves. But 
that is no longer possible, at least for the whole nation. 
You in the West have chosen to conquer matter, and the 
task of science is to enable all men to have enough to satisfy 
their material wants, and by subduing matter to achieve 
freedom for the soul. The East will have to follow the 
same road, and call in science to its aid.” 

19. Indian Ideals. —The physieal features of the 
country which a community occupies, exercise a con¬ 
siderable influence on the character which the peo¬ 
ple develope and the civilization which they create* 
‘ Man’s character has been moulded by his every day 
work, and by the material resources which Ee there¬ 
by procures more than by any other influence, unless 
it be that of his religious ide&JLs; and the great form- 
mg agencies of the world's history have been the 



Indian Economics. 


36 

religious and the economic.'* And whatever de¬ 
pressing effect climatic conditions and the lavish 
bounties of nature may appear to have produc¬ 
ed upon the Indian laces when they are com¬ 
pared with people occupying colder regions, the 
former do not essentially differ from other com¬ 
munities so as to constitute a type. Indian religions 
and philosophies are held responsible for the un¬ 
progressive character of the people of this country 
who are supposed to be under the influence of an 
ideal of pessimism and renuncia’ipn. This opinion 
is largely held by Indians as well as non-Indians 
and the following typical extracts will illustrate the 
point we are dealing with :— 

“The ascetic ideal, which holds in contempt this world 
and its interest has exercised for ctniuries past a dominat¬ 
ing inflnence on the Indian mind If ha- not, it is true, 
sufficient reality and strength in it to permanently wean 
men away from the world, and it proved of little efficacy in 
diminishing selfishness and pettiness. But it nevertheless 
produced a baneful result. It took zest out of life. The 
fashion which it created of talking disparagingly of mun¬ 
dane affairs, operated in no small degree in bringing about 
our political degeneration and industrial decay. Money and 
wealth being objects of incessant attack and ridicule, few 
high-souled persons or men of geniuo cared to ddvote their 
thought or energy to the consideration of tho material 
interests of tho country and the utilization and improve¬ 
ment of its resources. The downfall of our industries, 
arts and trade, is as much due to this cause as to the heavy 
disabilities and restrictions imposed upon them by tho 
economic and fiscal policy of England and other coun- 
tri»e.”t 


£T*Marsh»l •• Economics; ot Industry. 

X^Tlie Ilon’bk Mr. Mudholker't presidential addres. i Kc[>ort ot 
the Industrial Conference, z 9o8. 
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The ethical ideals of the Indians are adverse to in¬ 
dustrial development on a large scale in asmuchas they 
discourage and dissociate industry ( except agriculture) 
from culture. It is true that these ideals are being 
superceded by western ideals of material development in 
India but they still influence large sectiors of our com¬ 
munity to a great extent and thus the chief motive impulse 
which Impels people to acquire wealth has much less force 
in India than in the Wc-t.’ * 

His (the Hindu ; virtues as well as his vices aro 
characterised by pa-sivltj. Ho ii a mod. 1 of patience and 
peaeefuluts?.. .. U- La-, far more of the gentler qualities 
developed by a •quritu d and quietical dispo-ition but far 
Jess of the industrial and militant qualities of the Euro¬ 
pean.” * 

“ A keen consciousness of the myriads of years with 
countless change*, lias teen impressed upon a great bulk 
of Hindu population to an extent of which the Western 
people earn ot Lave <Lie hast idea ilovr th‘s> idea* govern 
the' hie of the Indian middle tin-", i-. sonnHm p which 
cannot po.>sibly ' e concede*.d by either races. Under this 
psychic condition a m .n maj .i-k a- to what bis duty i*. 
And be will an-wor to him*e!t that his duty is nothing. 
Whatt ver may happen, tin* ultimate end ol all exiding 
objects whether living or lifeless, is to be reabsorbed in the 
absolute. ’ § 

With regard to this view of the ideals of 
passivity, pessimism and renunciation of the Hindus 
and their influence on the Indian character, we tn^y 
repeat that the evidence of history is entirely 
against it. As we have observed already, there is 
a^updaftt evidence to prove that tilUhe use of strain 
PQ\y.er„aud machinery revolutionised thg^rftcgsses 
of industry in England, India could' more than hold 

V"" •«- i '»*f| 

* Pramaiha Nath Bose • " A History ot Hindu Civilisation under 
British Rule ." 

$ S. V. Ketkar; Indian Fcoooraics- 
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her own against western nations in the matter of 
all' the means of materiaf“pro?perity^fiilid. 
speaks of the people of this country towards the 
dose of the 18th century in the following words:— 

** This multitude of men doos not consist of an abject 
and barbarous populace, much less of gangs of savages like 
the guaranies and chiquitoes who wander on the waste 
borders of the river of Amazon or the Plate ; l ut a people 
for ages civilized and cultivated by all the arts of polished 
life while we were yet in the woods. There havo been (and 
still tho skeleton remains) princes once of great dignity, 
authority and opulence. There are to be found the chiefs 
of tribe® and nations. There is to be found an ancient, 
venerable priesthood, the depository of their laws, learning 
and history, the guides of the people while living and their 
consolation in death ; a nobility of great antiquity and 
renown, a multitude of cities, not exceeded in population 
and trade by those of the first class in Europe; merchants 
and bankers who have once vied in capital with tho Bank 
of England, whose credit lias often supplied a tottering 
state and preserved their government- in the midst of war 
and desolation , millions of indigenous manufacturers and 
mechanics, millions of the ii ost industrious and not of the 
least intelligent tillers of the earth, ,?v 

20. Reconciliation. —The so-called ascetic 
ideal did not stand in the way of the political, in¬ 
dustrial and commercial development which went on 
for centuries under Hindu and Mahomedan emperors 
and kings. Shivaji, a devout Hindu, a disciple of the 
Saint Ramadas and an admirer of Saint Tukarara, 
laid the foundations of the Maratha kingdom,and 
Brahmin warriors like the first Bajirao under similar 
influences, built up the Maratha empire. The Hindus 
had their civil and military administration, their 
wars and treaties, their palaces and pleasure gardens, 

* Speech made in introducing the E»«t Indi» Bill 
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their luxuries and superfluities. Pursuit of wealth 
and glory took the Hindus thousands of miles away 
in the north and the south, and this does not look 
like an indication of the influence of the ideal of 
renunciation. If they did not start large factories 
and banks and did not carry on industries on a large 
scale, none of the western nations also did it till the 
close of the eighteenth century. What is said of 
Hindu ideals to-day can be said of the ideals of 
western races during the middle ages and three 
centuries succeeding them,* and of some European 
people even to-day. In attributing the present eco¬ 
nomic condition of the country to depressing Hindu 
ideals, it must not be forgotten that a large portion 
of the Indian population is non-Hindu and is not 
hampered by those ideals, but the latter has not shown 
greater economic activity. The statement of the 
view we have been discussing, is therefore, a sweep- 
ing generalization and is not warranted by the facts 
of history and the tendencies of the present day. 
The economic condition of to-day and the popular 
attitude on life in India are only a passing phase, a 
stage of arrested development and there is infinite 
scope for material progress in the land. The fact 
is that no religion can. be more tolerant -elastic and , 
adaptable than the Hindu religion, and it does not 
and will not place obstacles in the path of 
development. Social institutions like those of caste 
may impede progress for a time but they can be and 
have been moulded to suit changing conditions. 

The acquisitiveness, the impulse which propels 
people to acquire and accumulate wealth, competi¬ 
tion, restlessness, ambition, and the other indus- 


H. O. Meredith: Economic History of England, pagw tS-r?. 
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trial and militant qualities of the people of Europe 
and America, are a growth of the last two centuries. 
Westeren countries had to go through different 
stages of industrial growth before they attained the 
present phase of economic organization. India 
must tread the same path to come in a line with 
other nations and it is wrong to throw the blame of 
her backwardness upon her religion and her social 
Ideals. Some of the wealthiest Indian manufac¬ 
turers and merchants are people who are little tinc¬ 
tured with western civilization. Several of the 
Indian capitalists, mill-owners and traders who have 
adopted western methods of making money, are 
even renowned for their staunch orthodoxy in reli¬ 
gious and social matters. The Marwaris, the Bhatias, 
the Memans and the Cutchies who are so remarkable 
for their enterprise and acquisitiveness have had 
little benefit of English education, and in fact, it is 
notorious that the small section of the population 
who have imbibed western culture and are trying to 
assimilate it, have practically no share in modern 
wealth-production. It is thus the unenlightened and 
uncultured classes, fully under the influence of old 
religious ideas, social customs and prejudices that 
are in the front rank of commerce, banking and 
manufactures carried on on western lines, quite out 
of harmony with supposed Hindu or Muslim ideals. It 
is the modern methods of the production, exchange 
and distribution of wealth that have imposed on the 
west a peculiar stamp of modern civilization, and the 
rise of large industries and the growth of crowded 
cities in our midst proves that India can adopt 
those methods without doing injury to old Hindu 
ideals. 
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21, Spiritualism.— Is Indian spiritualism 

then a myth ? Are the Indian ideals of life, so 
often spoken of, only imaginary ? No! Hindu phi¬ 
losophy does teach the subordination of the flesh and 
the subjugation of the passions. Wealth and all 
other affairs pertaining to this world are spoken of 
in terms of depreciation and people are exhorted to 
emancipate themselves from the thraldom of the 
tyrant of desire. Absorption into the infinite is the 
goal of human existence and it is to be attained by 
renunciation. This teaching of philosophy has not, 
however, made the Hindus monks and anchorites 
because their practical religion, at the same time, 
enjoins on them certain duties in this world pecu¬ 
liar to their station in life and their age. And Hindu 
law-givers, poets and philosophers, far from turning 
their backs upon this world, regard perpetuation of 
the race, maintenance of the family, and the creation 
and enjoyment of wealth as essential functions 
which human beings must perform. Thus ‘we find 
that Manu has preference for Sanyasa, but he re¬ 
conciles it with the claims of life, its duties and res¬ 
ponsibilities, by assigning different periods of life 
for the fulfilment of those claims. His Ashrama- 
Vyavastha oi the systematic regulation of duties 
during different periods of life, makes room for the 
life of a zealous, loving, enjoying, struggling, help¬ 
ing, aspiring house-holder when the senses are keen 
; and limbs vigorous and for a life of a retired, calm, 
£ balanced, contemplative Sanyasi, when senses are 
: benumbed and life shorn of much of its novelty and 
charm.'* The Dkarma Sutras assign even a higher 
' place to the life of a house-holder. The Bhagvad- 


A Gist of the Git* R*ha»ya by Mr V. M. Joehj. 
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gita distinctly prefers a life of work and disinterest* 
ed service to that of renunciation. The Divine Song 
‘is meant to lift the aspirant from the lower levels 
of renunciation, where objects are renounced, to the 
loftier heights where desires are dead, and where 
the Yogi dwells in calm and ceaseless contemplation 
while his body and mind are actively employed in 
discharging the duties that fall to his lot in life. 
That the spiritual man need not be a recluse, that 
union with the divine life may be achieved and 
maintained in the midst of worldly affairs, that the 
obstacles to that union be not outside us but within 
us—such is the central lesson of the Bhagvad- 
Glta.'f Living in the all-pervading presence of 
the infinite, man has to do the duty that comes to 
'his hands, dedicating to God every thing he does. 

It will thus be clear why the Hindu ideal of 
renunciation has not turned the Indian people into 
recluses and has only placed the obligation of duty 
in this life on a higher plane. This is the Indian 
spiritualism which has baffled western observers and 
thinkers and misled them. In the works of poets 
like Kalidasa * we see the influence of this gospel 
of disinterested duty on the every-day life of the 
people, and that influence has been at work through¬ 
out the whole history of India. The problem before 
India now is how to adapt itself to changing condi¬ 
tions without falling into the errors into which the 
west has undoubtedly fallen. Can she assimilate 
whatever is good in western civilization, “its high 
individual development, its energetic activity, its 
clean and successful methods and its complete sys- 


t Preface to Mrs. Annie Bessnt’i Trantlsition of the BhagvadGit*. 

* ReghaVNBsV 
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tem of machinery" without sacrificing the essence 
•of her own culture ? To many thinkers this is 
India's mission: “It may be the mission of India, 
clinging fast to the philosophic simplicity of her 
ethical code, to solve the problems which have 
( baffled the best minds of the west, to build up a 
sound economic policy along modern scientific lines, 
and at the same time preserve the simplicity, the 
dignity, the ethical and spiritual fen our of her peo¬ 
ple. I can conceive of no loftier mission for India 
than this ; impart purity of life to Europe and attain 
to her loftier political ide&l; inculcate spirituality 
to the American mind and imbibe the business ways 
of its merchants.”* 

22. Test of Religion. —Ideas about the purpose 
and function of religion have latterly been under¬ 
going a marked change, and it is being insisted that 
both morality and religion must stand the test im¬ 
plied in the question, “do they tend to promote the 
well-being, the good of mankind?” And they will 
be subjected to this test more and more in the days 
to come. This good of mankind connotes 'affection, 
love, family life, motherhood, fatherhood, the hap¬ 
piness of children ; rest after fatigue ; achievement 
after effort; these things being bound up with and 
depending upon mere material things—health 
which means food and clothing and cleanliness ; 
leisure and serenity which mean an ordered life, 
efficiency, the capacity to live in society and to do 
one’s work in the world—and you come back to 
economics, to sociology, to the science of human 
society.'* The material thing is but the expression 


* His Highness the Gaikwar's Presidential Address, Industrial Oo- 
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of still profounder realities which cannot be sepa¬ 
rated therefrom, because with leisure and a wider 
outlook come, finer affection—the laughter of 
children, the grace of women, some assurance that 
maternity shall be a joy instead of a burden—the 
keener feeling for life. Bread is not merely the 
pulverized seed of a plant, it is the bloom on a 
child's cheek,it is life; for it is human food—that is 
to say, a part of what human life represents.’* Social 
service, social reform and social legislation which 
are assuming greater importance every day, are only 
a vivid expression of the ideas we have emphasised 
above and it is impossible to overestimate the value 
of such a movement in a country like India. And 
there is no reason to suppose that Indian religions 
willfail to respond to the demands that will be made 
upon them or that Indian ideas of spiritualism will 
hamper the material development of the country. 


* Norman Angeil: The Foundation* of lnterauUon*! Polity. 
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23. Importance of Production. —It being 
admitted that the promotion of the welfare of the 
people in India, as in other countries, depends upon 
the wealth that is available to them, the main pro¬ 
blem which demands consideration is, how may the 
supply of necessaries and comforts be increased and 
how may the general standard of living be raised. 
W hether the income per head of the p o pulation in 
India te ks”30or a little moreTttie oovertv of the 
country is an undisputed fact. Wc no doubt hear 
or poverty and distress in all western countries and 
of the endeavours which are being made to cope 
with the evil. But the economic problem in India 
in this respect is quite different from the one thal 
confronts other nations. “ Pover ty in En g^pd, 01 
A meric a or Ge rma ny isja qu estion of the„ dhdrflm. 
iSLindia JtJs_ 

productian.Suffice it to say that if it (the »»- 

come) has* mounted to any considerable degree since 
the Commissioners in 1880 estimated it at ;S 2 per 
caput, it is still infinitely below that of any of the 
leading nations in Europe, if not actually the lowest 
in the world. An inquiry into the causes of this 



40 


Indiaj? Economics, 


poverty inevitably involves a discussion concern¬ 
ing the whole economic problem in India, for which 
this is not the place." * 

Distribution of wealth in India is not, of course, 
ideal and there may be room for improvement in it. 
Wages of labour must certainly be raised and the 
working classes in India are, in fact, becoming con¬ 
scious of what is due to them and of what they are 
defrauded by their adherence to custom. But in 
order that the share of the workers of different 
grades and kinds may be increased, the total 
national income must, in the first place, be con¬ 
siderably augmented, and it must keep pace with 
the steady growth of population and the require¬ 
ments of a higher standard of living. By what 
means this end shall be attained is, therefore, 
the important problem which demands solution. 
“ The first consideration is that India is a very 
poor country. The people as a whole want a large 
increase in wealth to satisfy their most urgent 
wants: many of them want more nourishing food, 
better clothes, better houses, better health, better 
education, to name only a few of these wants: 
and any system of production that will give a large 
increase of wealth is desirable because it will give 
a chance of satisfying some of these most urgent 
wants.” t 

29. Natural conditions.— Land, labour and 
capital are the three essentials of production, and to 
make them more efficient, is to provide for a larger 
production of wealth. India is a vast country and 
the geographical, geological and climatic conditions 


* Loveday—•** The Uiitory and Economic* ot Indian F am inn.” 
t W. H. Moreland : An Introduction to Economic*. 
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vary from province to province end district to 
district. There are big rivers in northern and 
southern India whose waters irrigate and fertilise 
extensive plains and some of them are even naviga¬ 
ble. The soil in certain parts of the country is 
extremely fertile while in others it is very poor. 
Many big tracts are entirely subject to the vaga¬ 
ries of the rains, the character of the monsoon 
meaning to them either plenty or famine. _A11 
degrees of heat and cold are found »n the camTtry 
and the soTlTHerefore 

Gold, ‘COfflT petroleum, manganese andir on are found. 
in considerable quant ities in some provinces and 
the mineral production of the country has been 
steadily on the increase. Nature is thus bountiful 
in India, and the raw materials and food grains the 
soil produces, are of various kinds. India may not 
be as rich in her mineral wealth as some other 
-countries, but her possibilities in this respect are 
jnot yet definitely known. 

The resources of the country lie almost undis¬ 
covered and untapped and though minerals have been 
exported from ancient times, it may be found that 
after all barely the surface of the earth has been 
scratched. How the rivers of India may, by means 
of canals, be utilized for the irrigation of thousands 
upon thousands of acres has been demonstrated by 
the successful irrigation schemes carried out in the 
Punjab and elsewhere. And the Tata hydro-electric 
works at Lonawla, show how motive power, capable 
of working a number of factories at a distance, may 
be created by means of water stored in big lakes 
formed on the sides of hills and fed with heavy 
rainfall usual there. The forest produce of India 
too is varied and rich and its economic possibilities 

6 
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are steadily being realised. Excellent qualities 
timber and fibres, grasses, distillation products, 
seeds, tan and dyes, gums and resins, rubber, bamboo 
canes, drugs and spices are found in these forest, 
which are now, in British India, under State control. 
Many of these products are calculated to supply 
valuable raw material for industries, and wood pulp, 
paper, tanning materials, matches, rosin and tur¬ 
pentine may be manufactured out of them on a 
large scale. Varied climate and soil, hills and 
rivers, forests and'minefal deposits,*constitute the 
abmwjn^we^lK bf Indtawhich has earned Jor her 
the name M^tdof gold,’ and Iadiamfi^jute, cotton, 
sugar-cane, oil-seeds and indigo have established 

*• r* „ & Vi// 1 

their reputation inthe’whole world. 

As to minerals alone India has had a distin¬ 
guished record. “ So richly endowed by the beauty 
of Nature, India from the earliest times of which 
there is any record down to within a few years of 
the British occupation, was one of the foremost 
mining countries in the world. She was able not 
only to meet from her resources her own local 
wants, but also sent to far-off lands some of the 
finest products of her mines. For centuries and up 
till 1727 when Brazil entered the market with its 
cheaper stones obtained from the mines of Minas 
Geraes, India alone supplied diamonds to the world. 
The koh-i-noor of the British Crown, the Orloff 
in the sceptre of the Russian Czar, the Pitts 
diamond among the state jewels in France, and se¬ 
veral others in the possession of the princes and 
magnates of Europe, are from our mines. China 
got her silver from us. Our iron was held to be of 
superior quality and was much sought after by the 
foreign merchants. Indian steel was highly prised 
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for its fine temper and found ready sale in the 
markets of Persia and England.’’* 

25. Land. —As a fruitful source of livelihood 
for men and cattle, the soil has ever been regarded 
with reverence in India, and the profession of the 
cultivator occupies the foremost place in public estima¬ 
tion. In quite a Physiocratic fashion, the mass of 
Indian people attribute to the soil almost es^ftlfive 
productive capacity and other industries appear to 
them as more or less parasitical. This is but natural 
in a social economy in which agriculture predominates, 
and the deep attachment of the people to the soil, 
% thus easily accounted for. About 72 per cent, gjt 
the Indian population subsists upon aSripuI|ure> an,d 
wtfntbe disappearance of Ihe .indigenous industries 
tgis percentage has been steadilfjgrowmgT Barely 
one acre of land is available per head of the agri¬ 
cultural population and it would not be surprising 
if the soil felt increasing pressure. The follow¬ 
ing figures! are instructive in this connection:— 


Classification of Area. 
( 1913-14.) 



Acres. 

Area by professional survey ... 

... 619,594,000 

Area under forest ... 

... 82,623,000 

Area not available for cultivation 

... 147,159,000 

Cultivable waste ... 

... 115,587,000 

Fallow land 

... 52,620,000 

Net area cropped ... ... 

... 219,192,000 

Irrigated area 

... 46,836,000 

* Mr. Joriii’s Speeches, 
f Agricultural Statistic* of India, 
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The proportion of cropped to total area and the 
number of population per 100 acres of cropped area 
in each province are stated below 



Proportion 

Population 


of cropped 

per 100 


to total 

acres 


area. 

of cropped 

Bombay 

52 per cent. 

area. 

60 

Delhi 

50 „ „ 

233 

Bihar and Orissa 

49 „ M 

133 

United Provinces 

49 „ „ 

142 

Bengal 

48 „ „ 

164 

Punjab 

40 „ „ 

61 

Madras 

58 „ „ 

121 

C. P. andBerar 

38 » „ 

57 

North-West Frontier 
Province 

28 „ „ 

94 

Manipur 

23 „ „ 

92 

Ajtneer-Merwara 

16 „ M 

177 

Assam 

1 ^ » 

114 

Coorg 

14 ft M 

127 

Sind 

14 

61 


>t n 

Burma 

13 M „ 

74 


H areas cropped more than 
•eparate areas for each crop, the 


once are taken as 
gross area cropped 



LJUSt). 4$ 

“ 6 - m ’ 00 ° «•* H *a 


Food grains 

Acres. Per Cent, of total. 

191,573,000 

77*7 

Condiments & spices 

1,288,000 

0-5 

Sugar 

2,708,000 

1*1 

Fruits & Vegetables 
Miscellaneous food 

5,721,000 

2*3 

crops 

1,116,000 

0*5 

Total food crops. 

202,405 ,POO 

82*1 

Oil-sceds 

14,658,000 

6.0 

Fibres 

19,895,000 

8*0 

Drugs 

588,000 

0*2 

Dyes and narcotics 

l,94 r V**> 

0*8 

Fodder crops 
Miscellaneous non-food 

5,91u,oou 

2*4 

crops 

1,115,(et.iO 

0*5 

Total non-food crops 

44,113,000 

17*9 


Io relieve the steadily increasing pressure of 
the population upon the soil, not much cultivable 

*«»**« ^Tra^cultiv- 
, f te nia > %1ESa certwn extent, bo brought 
under the plough. Keimnce must, theref ore, °bo 

jyiSB 

suooJviui? foreiom »n**v«** 
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an acre per head can produce. There is probably 
no country in the world where the land is required 
to do so much."* 

The fact of the recent increase of the popula¬ 
tion dependent upon agriculture, is of great econo¬ 
mic significance. It is an indication of the decadence 
of the old handicrafts and the growing dependence 
of the mass of the people upon agriculture. By 
some this development is explained as the result of 
the more remunerative character of farming, parti¬ 
cularly the cultivation of the commercial crops 
which command high prices in the outside markets. 
“ On the whole, though no great reliance can be 
placed on the classification oE the population by 
occupation in the census returns, there is no doubt 
that the number of agriculturists has increased more 
iu proportion than either the total population or the 
total number of labourers. The increase in the 
number of agriculturists may be taken as indicating 
that the profits of agriculture were such as to 
attract workers from other occupations to agricul¬ 
ture.''! This docs not appear to us a correct ex¬ 
planation, and it can be proved that artisans ami 
craftsmen who formerly could make a living by 
their traditional callings, have been driven to the 
soil by the decay of their ancestral industries, caused 
by the competition of foreign manufactures. 

It cannot be denied that the high prices of 
agricultural produce such as cotton, wheat, jute and 
oil-seeds mean a larger margin of profit to the 
cultivator, and in certain parts of the country, the 
agricultural population has benefited by the foreign 


* Peoples and Pr jblem* of Indi» by Sir T. W. Holdenaeu. 
t K. L. Datu‘» Report oa High Price*. 
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demand. In the first place, it must be remembered#; 
however, that Indian agriculturists are not like 
farmers in the West. Lack of knowledge, co-opera¬ 
tion, enterprise and means prevents the cultivators 
from reaping the full benefit of high prices and 
mobility is conspicuous by its absence among them. 
Non-agriculturists will not take to land unless they 
are forced to do so by the grim prospect of starva¬ 
tion, They will stick to their precarious traditional 
calling rather than enter a more promising field of 
labour. The idea, therefore, that the agricultural 
population has increased on account of the superior 
attractions of the farmer’s occupation and the pros, 
pect of higher profit, is entirely mistaken. There 
are indeed a few well-to-do people, professional men, 
pensioners and others who invest their savings in 
land on account of the peculiar security it affords. 
But agriculture is rarely remunerative in their hands 
and their numbers as well as those of artisans and 
others who purchase lands, must be extremely small. 

26. Pressure on the Land. —The latest census 
report, in the chapter on occupations, throws much 
useful light on this subject. We there read On 
the one hand, the rise in the price of food grains 
has made agriculture more profitable, while, on the 
other, the profits of the various artisan classes have 
been diminished, owing to the growing competition 
of machine-made# goods, both locally manufactured 
and imported, with the result that these classes 
show a growing tendency to abandon their tradi# 
tion&l occupations.” And further :—“ The local 
eobler on the other hand, having to pay more for 
his raw material and feeling the increasing competi¬ 
tion of machine-made goods, has been tempted to 
abandon his hereditary malt for some other means 
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of livelihood, such as agriculture or work In fac¬ 
tories of various kinds.” Those artisans with whom 
agriculture was a subsidiary calling, are being com¬ 
pelled to throw up their proper craft* and to take 
to the overcrowded occupation of fanning. The 
Census Report observes:—"The subsidiary table 
shows that many village artisans are also pertly 
dependent on^icW^^ThTiltlf^^ the State¬ 
ment made elsewhere that there is at present a 
tendency for these persons to abandon their heredi¬ 
tary occupations in favour of farming.” * Though 
there are certain areas in the country which may 
be developed, the scope for extensive farming is 
now extremely limited. The land in most parts of 
India has now been under cultivation for centuries 
and constant and peaceful cultivation under British 
rule is indubitably subject to the law of diminishing \ 
returns. The operation of this law can only be 
arrested by improved methods of farming and the 
application of more capital to the land. r 

27. Fertility of soil.— It is a common belief 
among Indian cultivators that the„ soijMs not. us 1 
fertjj.in ti*-past. This notion can 
not be disposed of as being a mere prejudice and be 
put down to the natural human inclination to dis¬ 
parage the present and exalt the irrevocable past. 
Increasing population and unbroken peace have 
allowed land no rest, and the fertility exhausted by 
continued cultivation lias not been restored to the 
soil by the use of rich manures. ‘ With the increase 
in the acreage of cultivation, especially of less fertile 
soils, the average outturn is bound to decrease, but 


* Sm the Author’i article on tbit tubieet in the Uftor* Economy 
fmtnml tor Feb ratty, iStS. 
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to establish a deterioration it must be shown that 
the land which was under cultivation in former times 
now yields less than it did before* and official in¬ 
quiries on this point would seem to lead to the 
conclusion that the theory of deterioration ' has 
been frequently grossly exaggerated though it is not 
denied that in several areas the cultivation of land 
must have become less efficient than before.’ Most 
of the officials whose views have been quoted by 
Mr. Datta in his report, incline to the opinion that 
“ as a general rule the fertility of agricultural land 
■ in this part of India (Madras) is greater than for- 
j merly and that the tendency is for the fertility to 
increase rather than diminish”. One official, however, 
states that “ in the permanently cultivated parts of 
the country where the soil is under continuous culti¬ 
vation from year to year and gets no benefit either 
from river silt or from long periodical rest, the 
average outturn of land per acre is less now than it 
used to be (sav) 50 or 100 years ago."* 

What are called the natural and original 
powers of the soil vary from one part of the coun¬ 
try to another. The cultivator cannot, however, 
depend upon them to provide a perennial and uni¬ 
form source of income even where nature is bounti¬ 
ful as those powers must be steadily exhausted un¬ 
less they are replenished from time to time. It is 
difficult to distinguish between what man owes to 
nature and what he himself contributes in the ferti¬ 
lity of the soil by his own exertions, putting In of 
manures, rotation of crops and so forth. Where 
land is abundant, as in a newly settled colony, ex¬ 
tensive cultivation is the rule, but in old countries. 


* Report os High Price*. 
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the demands of growing population have to be met 
by resorting to methods of intensive cultivation. 
Rapid and cheap means of transport have, no doubt, 
brought the old world into closer touch with 
the new and the food problem of the former has 
been, to a large extent, solved. But India cannot 
afford the means to buy her food from outside and 
the urgency of intensive cultivation is, in her case, 
extremely great. 

28. Minerals. —We have already stated that 
the possibilities of the development of mineral pro¬ 
duction in India are considerable. “The feature that 
stands out most prominently in a survey of the mi* 
neral resources of India is the fact that while strik¬ 
ing progress has been made in recent years in open¬ 
ing out deposits from which products are obtained 
suitable for export or for consumption in the coun¬ 
try by what may be called direct processes, very 
little has hitherto been done to develop those mine¬ 
rals that are associated with the more complicated 
metallurgical and chemical industries. The explana¬ 
tion is to be found, to a great extent, in the impor¬ 
tance of bye-products in modern metallurgical and 
chemical developments.” It is, therefore, main¬ 
tained that “a country like India must be content to 
pay the tax of imports until industries arise demand¬ 
ing sufficient number of chemical products to com¬ 
plete an economic cycle, and India does, in fact, im¬ 
port at present large quantities of metals and mineral 
products while possessing in many cases the mineral 
resources required to supply the demands in question. 
There is thus great scope for the development of 
mineral industries for supplying the internal re» 
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quiremcnts of the country, quite apart from any 
markets that might be found abroad.”* 

What progress has been made in a decade in 
the growth of mineral production may be seen from 
the following figures:— 



Quantities. 

Value. 

: 

1 

1901 

1911 

1901 

! 

1911 

Coal (tons) 

6,035,727 

i 

12,715,534 

£ 

1,323,372 

j £ 
2,502,616 

Gold (ounces) 

532,303 

583,567 

1,931,030 

■2,238,143 

Petroleum 
(thousands 
of gallons) 

50,075 

| 

i 

| 2257,92 

204,342 

884,398 

Manganese ore 
(tons) 

j 

157,736. 670,290 

215,934 

648,701 

Salt (tons) 

1,102,039 1,225,49CJ 

i 

374,133 429,295 

Saltpetre(tons) 

15,555 

14,674 

191,904 

220,012 

Tungsten ore 
(tons) 


i 

1,308 


99,989 

Iron ore (tons) 

49,798 

366,180 

7,952 

54,487 


99. Conservation of Mineral Wealth.— 

! With ©very crop taken out of the soil, we steadily 
I exhaust its productive capacity, aud it is by means of 


* Oeccoaifti HasM mod Program RejNKt. 
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man ures that the fertility is restored to it. But in 
the case of the extraction of minerals, such restora¬ 
tives are not available. An increased supply can be 
obtained only by going deeper into the mines, and 
though the operation of the law of diminishing re¬ 
turns may be checked by improvements, a time 
comes when the cost becomes prohibitive and the 
supply of minerals is exhausted. ' The prospect of 
the exhaustion of the English Coal Fields, has led 
some people to advocate the taking of measures to 
conserve the supply though the comforting assur¬ 
ance is given by some that by the time the pro¬ 
phesy is fulfilled a century or two hence, a cheap 
substitute for coal will already have been found. 

The fate of the stock of subterranean wealth 
raises similar apprehensions in India and the problem 
is further complicated here by the fact that the peo¬ 
ple of this country have little share in the wealth ex¬ 
tracted. The minerals once taken out, cannot be 
restored and as the mines are at present exploited, 
in the absence of indigenous enterprise, the mi¬ 
neral wealth does not remain in the country; nor 
does the country get an equivalent for it. “In view 
of the fact that minerals cannot be replaced or re¬ 
plenished, a special, heavy responsibility lies upon 
both the people and the Government. The desire 
to stimulate production cannot justify the complete 
handing over of mines to persons who have no per¬ 
manent interest in the land. On the one hand, pur 
people ought to realise that in the interests of the 
country itself our minerals have to be worked. No 
serious harm certainly can result from postponing for 
even a quarter of a century the extraction of preci¬ 
ous metals like gold and precious stones like rubies 
or diamonds. On the other hand, as trustees of the 



Summary. 


53 


permanent welfare of the Indian people, the Gov¬ 
ernment should recognise the serious injury that 
would be caused to those interests from exploitation 
by outsiders who have no permanent stake in the 
country.”* 

30. Summary. —Though not quite lavish, 
Nature is sufficiently bountiful towards India. We 
have a variety of soils which produce raw materials of 
the greatest value to man so that if India were to be 
cut off from the outside world, the country could be 
self-supporting. Some of the products of the Indian 
soil like jute, cotton, tea, coffee, indigo, sugarcane, 
oil seeds, rice, and so forth are of great economic 
value and India produces her own food supply. The 
mineral possibilities of the country are believed to 
be great and large industries are capable of being 
built up in connection with them. The Indian 
forests abound in a variety of timbers and grasses 
and if they are properly conserved, they may con¬ 
stitute a rich source of wealth. But the soil must 
continue to be the main stay of the bulk of the po¬ 
pulation and the limits of extensive cultivation have 
long been reached. A larger amount of food supply 
must be got out of the soil if it is decently to sup¬ 
port the growing population. Among the conclu¬ 
sions Mr. Wattalf has derived from his elaborate 
study of census and agricultural statistics, are the 
following:—That though there are sparsely popu¬ 
lated areas they are not so because they are await¬ 
ing development but because the character of the 
soil is inhospitable and there is no further room for 


* PtneidMial Addreet by Uw tlouble Mr. Mudbolkar a U*» 
tladm Industrial Conference, itoS. 
t The Population Problem in India. 
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the development of cultivation; that in all the old 
Provinces the pressure of population on cultivation 
Is fairly intense; that the average per unit of the 
agriculturist population hardly exceeds an acre and 
a quarter and shows a tendency to fall; that a deve¬ 
lopment of the means of subsistence in the circum¬ 
stances of the country can only mean a development 
of irrigation, but irrigation has no very bright future 
before it, and that the agriculturist population is 
increasing at the expense of the industrial and 
trading populations. This picture may appear to bo 
overdrawn but some of its strokes are true to nature. 
T he utilization of the water of rivers which gocsjjp 
waste?^ljsTornc¥^urcs"afid' the adoption of 
better methods, may, of course, counteract, tb'lT 
certain extent, the growing pressure on land but 
there are enormous difficulties in the way, and other 
remedies must also be devised. The courses of rivers 
may be regulated and the water supply may be im¬ 
proved. But there are upturn] forces which appear 
to be beyond human control and the prospects for 
the large"agricultural population at the mercy of the 
monsoons and dealing with not a ycry productive 
soilj cannot he very reassuring. 
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Human Effort. 
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Industrial and Economic I'roilems 

31. Value of Labour.— Rivers, lakes, mineral 
deposits, forests and fertile soil are the spontaneous 
gifts Nature offers to man, but that kind mother 
yields her blessings only at labour’s call. The water 
of lakes and rivers must he conveyed to fields 
thirsting for moisture, the minerals must be extracted 
from the earth, trees in the forests must be felled 
and removed and the soil must be ploughed and 
cultivated. In his migrations man has tried to 
occupy the fairest parts of the earth, but has not 
alwavs succeeded, and many economic stages had to 
intervene before he rose to the present state of 
industrial organization. If we leave aside the wild 
tribes of Gonds, Bhills and the like that are still 
found in India, not fur removed from the primitive 
condition in which man subsists by hunting and 
pasture, we find that the bulk of the population has, 
for centuries, been prosecuting agricultural and 
other industries with patience and perseverance. 
ISature does not smile on all parts of the country 
Alike. She frowns upon man in several places and 
ti ere she has been coaxed into yielding her gifts. 
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In many tracts of the country, the people have had 
to struggle very hard to eke out a living and with 
great difficulty the land has been made capable of 
supporting human life. The intensity of this struggle 
with nature has moulded the character of the people 
in different parts of the country in different ways. 
While, therefore, some have become most enterpris¬ 
ing and tough and bold, others have learnt to take 
life easily. On the whole, however, the value of 
labour in the production of the necessaries of life 
has been universally appreciated and the old arts 
and industries of India testify to this fact. The 
Indian fanner and craftsman is well-known for bis 
patience and skill, and though labour in this country 
has been confined to particular grooves, the essen¬ 
tial conditions of productivity are indisputably pre¬ 
sent in it. 

32. The Labour Factor.— The second re- 
, quisite of production is labour which is defined, as it 
'* is usually understood, as muscular energy directed 
by intelligence. In economics the word is applied 
to every effort made by man in contributing directly 
or indirectly to the creation of wealth and refers 
1 alike to the human energy spent by a common 
i workman in the field and to that of the Viceroy of 
‘ India. Ordinarily, however, labour means the manual 
and intellectual energy brought to bear upon the work 
of production by all those who directly participate 
in wealth-creation. The value of land as a factor of 
production may be partly the result of labour bestow¬ 
ed upon it, and implements and machinery required 
for wealth-production are also the product of human 
labour. Yet the natural powers of the earth and 
the atmosphere and the pre-existing wealth which is 
used by the producer, are both essentials of produc- 
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tioa which can be distinguished with sufficient clear¬ 
ness, from labour. 

To satisfy- his wants man has always used hit 
physical and intellectual energies and as in the case 
of land, so in that of labour, the quantity of wealth 
produced will be conditioned by the efficiency of 
the factor of production. If more utilities are created 
in the same amount of time or the same utility is pro¬ 
duced in a less amount of time, that is a distinct gain 
to the individual and the community. The efficiency 
bf workers and their condition therefore play an Im- 
po'rtanTpartlir deteTmrnmjj^ 
and the welfare of the community. 

As Che essence of wealth-creation lies in the 
surplus of pleasure over the pain of labour or 
sacrifice, the smaller the amount of cost, the higher 
will be the gain. But smallness of the remunera¬ 
tion paid to labour does not often denote large sur¬ 
plus because the contribution of that labour to pro¬ 
duction may not be sufficiently high. Low wages may ' 
some times prove more costly than high wages. 
u In the Philippines the contractors find it in the 
end cheaper to hire the Chinamen in preference to 
the natives, although the former command larger 
i wages; in the southern cotton factories the white 
labourer is found more advantageous than the negro 
factory hand, who can be hired at a materially lower 
wage. Furthermore, in the same industry and with 
the same workman neither an increase of wages 
nor curtailment of labour time necessarily augments 
cost. Where a reduction of hours or an increase 
of wages succeeds in enhancing energy, care and 
sobriety, the output may be greater than before.”* 
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33. Cheapness and. Efficiency.— Indian 

labour is said to be cheap but at the skffie time com¬ 
paratively very inefficient. The ch eapness la both 
the effect and the cause of India's " ~ 


even if the Indian labourer is not getting his due share 
it cannot be sufficiently large so long as the total 
product is small. In point of efficiency, the Indian* 
workman is compared with his western brother 
to his great disadvantage, and it is stated that! 
an English labourer is six times as efficient as the; 
Indian labourer. 'A miri" frorif 'climat ic fifoprf 
factors which 20 to make labour inefficient, the 
Indian wofkfliBtrsSffersTfom a lack of education and; 
training. When these latter are available, the effM 
ciency of Indian labour will not be lower than thatj 
of workers in other countries. Comparisons such a® 
the one stated above, are sure to be unfair to; 
the Indian labourer who is the victim of the con- 
ditions that surround him and is not inherently in¬ 
capable. 

Complaihts are not unoften heard from em¬ 
ployers about inefficiency of labour accompanied by 
a rise in wages. The causes of recent increased 
wages have, however, little to do with an improve¬ 
ment in the conditions of work on the field or in the 
factory. Given proper training, congenial surround¬ 
ings and healthy conditions of work, the efficiency 
of Indian labour is bound to be high. We cannot 
do better than quote here the testimony of Sir Tho¬ 
mas Holland. Speaking at Madras recently be ob¬ 
served One thing that I am quite satisfied with 
already is that in India we have maami obtiau&iing 

who has visited the Tata Iron and Steel Work# will 
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that with Indian labour you can tackle an 

fir wKch IB&' eeufffF 




e. 


r 


,ve seen 


rers at sakchi who only a few years ago, were 
in the jungles of the Santa!s without any education. 
They are handling now red hot steel bars, turning 
out rails, wheels, angles of iron as efficiently as you 
can get it done by any English labourer. You 
cannot have a better test of the quality of labour 
and you cannot £e, prepared for more satisfactory 
results. When y 6ur labour is organized and pro-, 
perly educated and properly fed there is n ot the 
sngKtesTJdubrtMf yets ■^tmr^rremi S”tgt will 
suit all raw mafSrtniS flVilflUTfle m the ^country. The 
whole question is largely oFlhe methods we should 
adopt for getting information regarding our own 
materials and training people to suit the needs of 
industrial development." The proverb that * a bad 
workman quarrels with his tools may be fitly ap¬ 
plied to the employers in India who find labour 
scarce, dear and inefficient. They do not know how 
to procure and train labour and how to make it 
efficient. 


34. Different classes of Labour.—before 

the advent of machinery and steam power in this 
country, Indian labour was known to be thoroughly 
Skilled and efficient. The anistie work of India was 
famous throughout the world, and the efficiency of 
Indian weavers, metal workers and carvers, was un¬ 
doubted. Though the fine products of Indian labour 
are being fast displaced by machine-made goods 
imported from abroad, we still get them in sufficient 
quantity and variety to testify to the high level of 
efficiency reached in India. It is a well-known fact 
that in the first quarter of the last century, the pro¬ 
ducts of Indian looms competed successfully with 
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the piece goods turned out in English factories till 
at last they were driven out of the field by the 
selfish and short-sighted policy of the East India 
Company. Owing to the decadence of the old in¬ 
digenous industries and the inability of the people 
to start new ones to take their place, agriculture 
has become the mainstay of the population and the 
bulk of our workers are connected with that industry, 
«In England according to the returns for 1901, of 
every hundred actual workers, 58 are engaged in 
industrial pursuits, 14 in domestic service, 13 in 
trade and only 8 in agriculture ; whereas in India 
71 per cent, are engaged in pasture and agriculture 
and only 29 per cent, in all other occupations com¬ 
bined. The preparation and supply of material 
substances afford means of livelihood to 19 per 
cent, of the population (actual workers) of whom 12 
per cent, are employed in industries, 2 in transport 
and 5 in trade. The extraction of minerals supports 
only 2 persons per mille ; the civil and military 
services support 14, the professions and liberal arts 
15, and domestic service 18, persons per mille."* 
The following tables will show in detail, how the 
population is distributed among the different occu¬ 
pations :— 

Occupations of the Indian people. 

I 

A India ... ... ... ... 318,470,014 

Production of Raw Materials ... 227,030,092 
I Exploitation of the surface of the 

earth ... .226,650,488 

Pasture and agriculture ... ... 224,695,000 


* Census Report, iSn, 
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( 0 ) Ordinary cultivation 

use 

216,787,137 

(b) Growing of apodal products and 


market gardening ... 

• e * 

2, 012, 503 

(e) Forestry ... 

• •• 

672, 093 

(d) Raising of farm stock 

• •• 

5,176,104 

(») Raising of small animals 


48,063 

Fishing and hunting 

• ee 

1,854,583 

II Extraction of Minerals ... 

• •• 

529,609 

Mines ... 

• •• 

375,927 

Quarries of hard rocks 

■ • • 

76,424 

Salt etc. 


78,258 

Preparation and supply of Material 


Substances 

eee 

58,191,121 

111 Industry 

»»< 

35,323,041 

Textiles ... 

Sift 

8,306,601 

Bides, skins and hard materials 


from the animal kingdom 

• •• 

698,741 

'7ood ••• ... 

... 

3,799,892 

Metals ... 

... 

1,861,445 

Ceramics ... 

... 

2,240,210 

Chemical prodnot* properly so called 


and analogous 

• • • 

1,241,587 

Food industries... 

... 

3,711,675 

Industries of drees and toilet 


7,750,609 

Furniture industries 

... 

39,288 

Building industries 

•» • 

2,062,493 

Construction of means for transport 

66,066 

Production and transmission of phy¬ 


sical forces (heat, light, electricity, 


motive power etc.) •„ 

•*« 

14,384 
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Industrie* of luxury and those per- 
taining to literature and to arts 


and sciences 


2,141,665 

Industrie* conoerned with refnsa 
matter 

1,388,616 

T Transport 

• •• 

5,028,900 

Transport by water 

• •• 

982,766 

Transport by road 

tee 

2,781,988 

Transport by rail 

• a* 

1,062,493 

Post office, telegraph and telephone 
services 

201,781 

Trade ... 

... 

17,839,102 

Banks, establishments of credit, 
change and insurance ... 

ex- 

« • a 

1,220,187 

Brokerage commission and export 


240,856 

Trade in textiles 

*» • 

1,277,469 

Trade in skins, leather and furs 

• at 

296,712 

Trade in wood ... 


224,838 

Trade in metals ... 

• * • 

69,761 

Trade in pottery... 

• »« 

101,986 

Trade in chemical products 

a. a 

171,927 

Hotels, cafes, restaurants eto. 

a a a 

719,062 

Other trades in food stalls... 

• a * 

9,478,868 

Trade in clothing and toilet articles... 

306,701 

Trade in furniture 

• M 

173,413 

Trade in building materials 

«§* 

84,613 

Trade in means of transport 


239,396 

Trade in fuel ... ... 

♦If 

524,962 
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Trade in artioles of luxury and thoee 
portaining to letters and arte and 


the sciences ... 

eee 


522,130 

Trade in refuse matter 

... 

#11 


Trade of other sorts 

■ « • 

• •e 

2,102,584 

Public Administrations 

and 

Liberal 


Arts... ... 

• e • 


10,912,128 

VI Public force 

ee • 

• • * 

2,398,586 

Amy ... 

see 

••• 

666,278 

Nary ... 


... 

4,640 

Police ... 

... 

• •• 

1,728,668 

VII Public Administration 

ee • 

• i 

2,648,005 

VIII Professions and liberal arts 

**■ 

5,325,357 

Religion 

•S* 

• a. 

2,769,489 

I.sie ... ... 


»*• 

303,408 

Medicine 

• ee 

•ae 

626,900 

Instruction 


... 

674,393 

Letters and arts and sciences 


951,10 

IX Persons tiring principally on their 


income ... 

... 

... 

64 0 t U • 

Miscellaneous 

S*» 

*#• 

17^86,67t 

X Domestic service.. . 

• M 

eee 

4,599,080 

XI Insufficiently described occupations... 

9,236,210 

XII Unproductive 

... 

St. 

3,461,881 

Inmate* of jails, asylums and hos- 


pitals ... 

•ee 

eee 

182,600 

Beggars, vagrants, and prostitutes ... 

8,318,771 
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No. per 10,000 

Occupation. of total 

population. 


Landlords and tenants... 


see 

6,600 

Agricultural labourers ... 

... 

... 

1,316 

General labourers 

M. 

... 

287 

Stook-owners, milkmen and herdsmen 

... 

••• 

164 

Cotton workers ... ... 



207 

Blacksmiths ... 



44 

Brass, copper and bell-metal workers 

... 

• •• 

9 

Carpenters and wood-cntters 

• • • 

• •a 

99 

fishermen, boatmen and pailki bearers 


• 0* 

133 

Oil-pressers ... 

»s • 

... 

37 

Barbers 


• a* 

68 

Washermen ... ... 


• * • 

68 

Toddy drawers 


•«. 

20 

Grain hnskers and parchers 


see 

68 

Leather workers 


... 

90 

Basket makers, scavengers and drummers 


... 

107 

Priests ... ... ... 


• •• 

64 

Potters ... ... ... 

#• • 


63 

Mendicants 


• ♦ • 

128 

Cartmen and pack animal drivers 


... 

47 

Tillage quacks and midwives 


... 

6 

Goldsmiths 

»•» 

... 

67 

Grocers and confectioners 


• • * 

119 

Grain dealers and money-lenders... 


*«* 

109 

Tillage watchmen and other officials 

• * * 

•eo 

64 

Vegetable and fruit sellers 

... 


61 

Makers and tellers of bangles 

Total 

Me 

mm 

lit 

18 

9,029 
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35, Agricultural Labour. — India is a conn- 

0ril y 9 liicLcssj«^lSiS^& 

of India are found in towns ( having not less than 
^CS5tTlnBiKl£anfs as a general rule.) comparj^ 
wjyLZ§l^etceni,.m.E and 45-6 

per cent, in Germany. In such a preponderat¬ 
ing^ agricultural country as India, out of every 
10,000 of the village population, a little more than 
a half are land-lords and tenants and about one- 
eighth are agricultural labourers, general labourers 
being about 3 per cent, of the whole. It has been 
calculated that • on the average, in the whole of In¬ 
dia, every hundred cultivators employ 25 labourers, 
but the number varies in the main provinces from 2 
in Assam, 10 in the Punjab, 12 in Bengal, 16 in the 
United Provinces to 27 in Burma, 33 in Bihar and 
Orissa, 40 in Madras, 41 in Bombay and 59 in the 
Central Provinces and Berar.’ v As regards Indian' 
agricultural labour, there is no question about its 
being most patient, assiduous and skilful A The agri-. 
cultural labourer often owns a piece of land himself 
and works both on it and on the farm of a local 
land-owner. This land-Iord-cum-labourer does 
besides other kinds of work; plies his cart for hire 
and markets field produce. The women of the house 
also work in the fields and women labourers are 
employed for weeding, harvesting and so on. They 
make rpw-rlung crikfs which are sold in the neigh¬ 
bouring town and milk is also similarly taken for 
sale every day. Agricultural labour is thus not 
specialised as in western countries, and spinning and 
other simple trades are also carried on under the 
roof of the cottage. 

The impression has long nn svailrd tha^4h» 
IndiajQ^t TTator^yve^ 
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fanner the appearance of a progressive and 
cient worker. Latterly, however, the Indian*culti- 
vator has come to be better appreciated and it is 
stated that in the art of agriculture he has little to 
learn, except the new methods which scientific 
progress has taught. In : 8H9 Dr. Vodcker , con¬ 
sulting Chemist to the Royal Agricultural Society of 
England, was deputed to make inquiries and suggest 
improvements in respect of Indian agriculture. And 
he wrote :—“ On one point there can be no ques¬ 
tion, viz., that the ideas generally entertained in 
England, and often given expression to even in In¬ 
dia, that Indian agriculture is, as a whole, primitive 
and backward, and that little has been done to try 

and remedy it are altogether erroneous.At his 

best the Indian Ryot or cultivator, is quite us good 
as and in some respects the superior of the average 
British farmer, whilst at Ins worst, it can only be 
said that this state is brought about largely by an 
absence of facilities for improvement which is pro¬ 
bably unequalled in any other country, and that the 
Ryot will struggle on patiently and un-complain- 
ingly in the face of difficulties in a way that no one 
else would. Certain it is that I, at least, have never 
seen a more perfect picture of careful cultivation, 
combined with bard labour, perseverance and ferti¬ 
lity of resource, than 1 have seen in many of the 
halting places in my tour.” The position is pithily 
summed up in the following significant utterance of 

His Most Gracious Majesty the King-Emperor :_ 

“The cultiva tor h as always been patient, laborious 
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and skilful, though his methods have been based 
tljpQH iWoi^D. ’ lJafierly tKe 'resoufoM*o^saeMe 
havQ*Seen brought to bear upon agriculture and 
have been demonstrated in a very short time.’* 

36. Village Economy. —The Indian village is 
generally self-contained unless where it 1ms been 
brought into close contact with the outside world 
| by the railway. The importation of machine-made 
goods and their diffusion throughout the country, 
have disorganized the self-sufficing organization of 
villages. On a preceding page we have shown the 
traditional occupations of the inhabitants of villages 
and that represents the normal rural situation. But 
the village organization is fast undergoing a change. 
The traditional skill of several classes of artisans 
finds a steadily diminishing demand owing to the 
introduction into villages of manufactured articles, 
Indian or foreign. They arc, therefore, thrown back 
upon the land which some of them own and thus 
press upon the soil except where new tastes and 
wants provide them employment in their old industry 
adjusted to changing circumstances. 

The caste of each worker determines for him the 
occupation he will follow. Though some people will 
disdain to touch the plough, 1 it may be noted that 
agriculture, including field labour is the occupation 
which has drawn away most of those who havedesert- 
ed their traditionul callings.’ There are, again, various 
occupations, which are not specially earmarked such, 
as service under Government, the learned profes¬ 
sions &c., which persons of all castes seek to follow; 
and with the spread of education the competition 
for employment in these directions will become in-; 
cre&singly severe. The struggle for existence and 
spread of education arc two great solvents; and 
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they ere loosening the rigidity of caste organization. 
Thus the higher classes among the Hindus, e. g. the 
Brahmins, are taking to trade, and such occupations 
as tailoring, carpentry, &c., are no longer barred 
to them. Owing to a lack of demand for their 
goods, the hereditary skill of several artisans has 
deteriorated and it is only to satisfy the simple wants 
of village people that rural craftsmen ply their in¬ 
dustries. 

37. Factory Labour. —Even in Western 
countries where the factory regime is in full swing, 
we witness in industries what is called a ‘ regressive 
evolution,' and manual labour, assisted perhaps with 
improved tools, is often preferred to work done with 
the aid of machinery. In India, the machine is the 
exception and manual labour the rule, in spite of 
the fact that in large centres like Bombay, Calcutta, 
Cawnpur and Ahmedab id numerous factories have 
been started. (The labour employed in factories is, of 
course, of a different character from that engaged in 
agriculture, the domestic industries and the handi¬ 
crafts. Much of it is, indeed, highly skilled and its 
efficiency is considerable.) It is not easy to calculate 
the number of people employed in the two different 
types of industries. The latest census report, however, 
gives specially collected statistics of persons engaged 
in factories which employed twenty or more persons 
on the date of the census, t here were, in the whole 
of India 7,113 such factories employing 2-1 million 
persons, or 7 per mille of the population. Of these 
21 lakhs workmen, 5,54,778 were returned as skilled 
and 14,80,815 as unskilled. f There were 38 females 
per 100 males employed in the factories. The 
plantations alone were responsible for 7 lakhs of 
Workers and more than 5£ lakhs were employed in 
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textile industries, mines providing employment for 
about lakhs. Railway workshops, 118 in number, 
gave employment to 98,723 persons, and of these 
65,460 were skilled workers. Of the 7,113 factories 
mentioned above, 4,569 use mechanical power and 
are responsible for the employment of 18 lakhs of 
workmen out of a total of 21 lakhs. It may hare 
been observed that the proportion of skfTTSff ?6 '{HP 
sTcffied labouFuT factories is as T To" 3. What“Wt 
hive saT2Tabovebf*a<7rTcuTtural labour' applies, to a 
certain extent, to labour in factories also. Several of 
the mill-lumds in Bombay, for example, have their 
bits of land, perhaps the common property of a 
joint family, and they renin; to their rural homes at 
the beginning of the rainy season. They lend a help¬ 
ing hand to the folk at home in agricultural opera¬ 
tions and on the close of the season return to their 
urban occupations. 1 hesc migrations disturb the 
work of the factory and the employer is annoyed by 
the absence of so many bands at regular intervals. 

38. Traditional Training.— In the case of 
the old industrial arts, as we have pointed out before, 
though there is yet mur b latent skill and efficiency, 
they have little scope for expansion, and with a 
steady diminution in the demand for products of 
indigenous manufacture, they are slowly but surely 
disappearing. The need of new industries and of a 
modification of the forms of the old ones, is being 
keenly felt, and it has become necessary to adjust 
technical and industrial training to the changed 
circumstances. The traditional method of industrial 
training may thus be described :—“ The child learns 
his hereditary craft from his father or is appren¬ 
ticed to a mistri, or master craftsman, who is often 
o relative of the pupil. There is no regular -fee; 
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and a small present is often paid to the owner or 
foreman of the shop; and in some trades a religions 
ceremony may take place at the time of apprentice? 
ship. The child begins his work at a very early 
age; at first he is expected to undertake the menial 
duties of the shop and is put to cleaning the tools; 
later he begins to perform the simplest operations 
of the trade. There is little definite instruction, 
but the boy gradually acquires skill by handling the 
tools and watching the workmen at their task. As 
soon as he has made a little progress, the apprentice 
is granted a small wage which is gradually in¬ 
creased as he becomes more useful ; and when his 
training is finished, he either goes out into the 
world or secures a place on the permanent roll of 
his master’s shop." * 

This system answered well in the past, but it 
no longer suits the changed and clianging economic 
conditions in India. The workmen are not thereby 
enabled to keep abreast of the times, the quality 
of their work lias deteriorated and the products of 
their industry arc fast being supplanted by im¬ 
ported articles. Except in a few cases, they can 
neither adhere to the traditional system nor avail 
themselves of the advance the world is making in 
improved methods and mechanical inventions. |The" 
bulk of Indian workmen are ignorant. They cannot 
understand the changes that are taking place all 
around them, and cannot be expected to adjust their 
activity and skill to the altered environment. They 
are also extremely poor and their lack of means is 
another serious obstacle in their way. The handloom 
weaver is a typical example of this deplorable condi- 
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tion and it is a serious problem to rehabilitate him. 

“ Th e weaver s are exceedingly poor a nd in the 

o£ 

capital actually emp loyed in their trade—they arc 
ignorant and narrow-minded andlaverse' ttf 

r <*p^5Srwastm°i their *«<& .£»<& m&wjJs* 

fortumselfand there is little or no co*operatio»aw OI1 g 

•*» <ata«wa < d»A - - * # 9 

IhMa-.. : £here is no chance that any weaver may 
arise with an intimate knowledge o£ the technique 
of the trade and with a mind sufficiently wide to 
grasp the general trend of the economic forces 
which are gradually driving his fellow castemen to 
misery and despair. The only hope lies in the con* 
duct of experimental weaving by the State with the 
object of working out by degrees a better system of 
production * 

39. Present Requirements.— It is inevitable 
that in the steady process of economic evolution now 
going on in this country, the baud workers should 
have to abandon their old callings and that unproved 

; -y ; * ~ ‘ ~ * **•' **—*• m*****" 

and new industries should take their place. I heir 

V*. * ht+t* k. tf, Tl -> A • * ' * * ■* H 

displacement naturally excites sympathy but they 
cannot be simply preserved as the relics of a 
bygone age in an economic museum. The young 
(generation of the hand workers must be educated 
land trained in new methods and processes and must 
.be trained to use improved tools and machinery. 
Only in this way can these classes of workers in 
India be enabled to keep abreast of the times and 
be efficient agents in the production of wealth. 
Eveu though they may cling to their particular call¬ 
ings allowed by caste prejudices, they may be given 
scope for improvement in those very callings and 
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thus be enabled to stand outside competition, Or 
they may be trained to work in factories where their 
inherited aptitude may be suitably developed into 
up-to-date efficiency. Workmen of this type do find 
employment in mills and factories and are able to 
earn high wages. They also can steadily rise to 
higher positions and become foremen and even 
managers and employers. 

In textile mills, mines, factories and railway 
workshops, a training suited to the di ffere nt trades,, 
is es sent ial to^make IrTTnctia 

as in other couninesHmnest, active and intelligent 
men are promoted to responsible and remunerative 
places. But in this country, the iiigher and the 
intelligent classes usually take to the learned pro¬ 
fessions and the too literary character of our educa¬ 
tion has created a large amount of unemployment 
among them. A number of technical schools do 
exist and some of their products secure employment 
in the factories. An adjustment, however, between 
industries and technical institutes has not yet taken 
place, and there are numerous young men who have 
received technical education but fail to secure suita¬ 
ble employment. While there is a popular demand 
for the establishment of tachnicu! institutes, large 
and small, in all parts of the country, there is a 
complaint on the other side that the supply of train¬ 
ed men is already larger, and any addition to it 
must increase the army of the unemployed. 

40. Technically Trained Men. —The view is 
held by many that ‘if it is edmitted that in every other 
country technical education has followed the organi¬ 
zation of industries, or grown up alongside with 
them, and may be said to be the necessary comple¬ 
ment to industrial efficiency, it is obvious that in a 
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^country where few industries are established, the 
wholesale education of Indians could only result in 
an excess of young men trained up for posts which 
do not exist, and for whom no suitable occupation 
can be found.’ Employers of trained labour like¬ 
wise complain that the men produced by the techni¬ 
cal institutes are not suited to the kind of work 
they are expected to do in factories. The men, it is 
said, want high salaries, even from the very start, 
and are averse to working with the hand. They are, 
therefore, condemned by the employers as useless 
people. ^For the higher kind of work they are not 
wanted and for the lower grades of labour for 
which there is a demand, they are not suited.) This 
is the burden of the complaints which employers 
had to make to Lieut-Colonel Atkinson and Mr. 
Dawson who were deputed by Government to make 
an inquiry into the subject. 

Opposed to this view is the other according to 
which employers of labour in India have a strong 
and by no means an unselfish prejudice against 
technically trained men and that they want to employ 
low-paid workers. “ Even in existing conditions the 
field for employment is large if the exclusiveness of 
some of the employers is overcome. The railways 
and navigation companies, for instance, provide an 
increasing number of berths to men trained in the 
technics. We have now about, 33,000 miles of rail¬ 
way in India and the mileage is expanding. This 
must have a large room for employment if only as 
foremen, drivers, fitters, guards, carriage builders 
and engine makers. There are very few Indians 
now employed. They have not had their chance in 
this line. The navigation companies too do not now 
employ them except in the lowest rungs of the 

N 
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service. “> Ship-building is not undertaken in India 
and yet the time will come when an attempt will 
have to be made.The growing mills, the busi¬ 

ness houses, the banks, the engineering firms and a 
host o£ other special institutions that could be named 
could employ for years to come almost all the 
material turned out by the technical institutions, 
either now existing or which may be started in the 
course of the next few years."* 

41. Prospects.— -On railways, and in mills and 
factories, there is undoubtedly a growing demand 
for trained men and in several of them the relatives 
of the employes are trained. The inhabitants of 
certain provinces and the members of particular 
castes are declared to be peculiarly fit by nature for 
technical education. Members of the artisan classes 
are preferred by employers, one of whom stated that 
“ the men required in the textile industry were men 
recruited from the lower classes and educated up to 
about the middle standard—men who were accus¬ 
tomed to hard work by tradition and had not been 
spoilt by too high education.” Employers seera to 
be willing to take up apprentices if young men of 
the right type are willing to learn under the condi¬ 
tions offered, and suitable provision may also be 
made for technical education in special schools or 
institutions attached to factories. 

The spread of elementary education is the first 
ne#d of the country, and the system of elementary 
education must be linked up with general technical 
and industrial education. With intelligent mid tfafoa d 
labour several of the existing industries may- be im¬ 
proved and rendered profitable while the efficiency 

* Report oa the Inquiry concerainj the «n ploy meat of technically 
trained Indians. 
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Of new ones way be materially increased. For th e 
higher grades of workers a little more education and 

”™~Tral- 


actuai er 


calTOnlngrTs'ireededr And as to the work of 
su^eH | tsS't%7'M^fiagers and organizers, technological 
institutes of a higher type like the Victoria Jubilee 
Technical Institute in Bombay, and the one pro¬ 
posed to be started in the United Provinces, are 
obviously necessary. Men so trained must also get 
scope for the use of their education and ample 
oppoitunities for rising to higher positions in in¬ 
dustries. 

In agriculture too, special training will go a 
long way to improve the efficiency of the farmer, 
and provision is being made for this by the starting 
of vernacular agricultural schools for^he sons of 
cirftlfitBEs; notably TiftTie Bombay Presidency. The 
common ogricultuiist does possess great skill, but 
his industry cannot be nude more remunerative and 
productive unless be knows how to apply improved 
methods of farming. “ Skill, that is to say, practice 
and a certain amount of knowledge, is required by 
the man who drives a plough or a cart or who 
sows or reaps or irrigates or weeds ; and this skill is 
acquired in a very high degree by the cultivator's 
children as they help their father and learn from 
him. But the art of agriculture has to move with 
the times, just as handicrafts must move; new crops 
have to be grown ami old crops given up 
methods, new tools, and new implements are re- 
S'Mffffir'to seciife the greatest po ss i ble " p ro, 
am the land ; and the cultivator cannot 
things, which he does not 


know himself. And so arises the need lot some kind, 
of education which shall teach the cultivators' chii- 
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dren the new knowledge they require without inter* 
faring with the training they receive from their 
fathers." * 

42. Shortage of Labonr.—We shall have 
more to say concerning the condition of labour, 
urban and rural, in a later part of this book. Here 
we shall notice one or two points only with respect 
to the supply of Indian labour. The general com¬ 
plaint about the shortage of labour on the part of. 
employers, has been already noticed. Like the Black 
Death in England, the Plague has taken a heavy 
toll of t he lives of the working population 4W n £ 
^ h fe ^ sSt’^tweiplty adhaCt, Tliis epidemic, along with 
m^li^ia and other diseases, has^ produced big 
'breftfihe? * of labour^ Bntlhe 

Tact th&t workers are*”nof readily available or 
available at the old rates of wa^es, ought not to be 
taken as an indication of any shortage of labour. 
And here we are confronted with the paradox that 
while ^J£2&2l coQli^emigrate to dist&aL^plo- 
nies as indentured or free labourers, employers of 
Indian mills and factories have to complain of a 
shortage of labourers. But we know under what 
conditions the emigrants go thousands of miles 
beyond the seas, and, j^gr all, their mi mberJ s a 
drpjL- in. the ocean when it is „ cotaptuwd- with 
the „ totaljabo ur~ "supply”' "in“ India. In the first 
place, the rising prices of food grams and 
other necessaries, must make labour dearer, and 
employers have no right to expect workmen to be 
satisfied with the old rates. Secondly, though it is 
not easy to induce the ignorant Indian labourer to. 
move out of his village and seek employment at 
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distant places, the prejudice against migration is 
seen to disappear. More than ten lakhs of Indian 
labourers are to be found working on the plantations 
of the various British Colonies and thousands migrate 
from one province of India to another. 

Leaving aside the kind of migration which has no 
economic importance, we have to note that ‘the large 
streams of migration from Behar and Orissa, the 
United Provinces, Rajputana and Madras are specially 
noteworthy. These provinces supply the requisite 
labour to the fertile plains of Bengal, and the still un- 
developed Assam and Burma. Not only are the fields 
of Bengal capable of supporting a larger population 
than is now to be found in them but the insanitary 
condition of the province aids further immigration 
by decimating or disabling the existing labourers. 
Of the 14,00,000 emigrants in Bengal, only a fifth 
are the natives of the contiguous province of Behar 
and Orissa or Assam, showing thereby how attrac¬ 
tive its factories and lands have been to the re¬ 
sidents, of even the distant United Provinces and 
Rajputana." * 

*13. Potential Supply. —Though the attrac¬ 
tions of such industrial centres as Bombay, 
Ahmedabad and Calcutta, draw labourers from far 
and near, there is a very large potential supply 
to be found among the classes known as 4 untouch- 
ablej.’ For centuries they have been relegated 
^g.,1 condition of serfdom, and on. account 
of the religious and social prejudices against 
tSSm~the result of 'historical causes—they could 
npt be counted upon to man the labour force which 
is req uired to carry on new industries started all 

— i* '■<».» ... -O'-” 
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over the country. Standing on the lowe st rqpg »f 
&e ladder ^^indu^soctgtju i iw aat oa o h ah^i aiatieg 
fiamfgireiTgrouracru ples which hampe r tho, migra« 
tTon Cf thffHither castes to distant province# wad 
abroad. ‘ Large numbers of these, therefore , go a* 
cgOTfes to €^oh7BuFma an^Fed^^ 

Among' these Classes, thereforef'tflTmve sm iwlMir- 
ed potential source of labour power, and as their 
number is estimated at no less than six crores, Indian 
industries need not suffer from a shortage of work* 
men. Caste prejudices against the employment of 
these people well die out and ought soon to die out, 
and economic forces well combine with humani¬ 
tarian and patriotic considerations to prevent so 
much human power from going to waste. 

The members of the depressed classes who are 
shunned by high class people, are found to become 
respectable domestic servants and operatives. To- 
|dayj they are in an extremely wretched condition, 
jtheir habits are filthy and their surroundings are 
forbidding. Several of them, however, have been 
the traditional servants of the village community 
and are characterised by honesty, sturdiness and 
physical endurance. Some of them have lands 
given to them in lieu of village service and are thus 
cultivators. Others earn a living by making ropes, 
baskets and so forth. Tanning and curing hides 
gives employment to some, while others work as 
scavengers. The work of upl.fting them, which is 
being carried on by philanthrophic people and 
social reformers, has an economic significance. 
Both justice and economic needs require that the 
depressed classes should be raised from the slough 
of degradation into which they have been allowed 
to foil, ( The old system of specialization under 
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which the caste of a person determined Ids profes¬ 
sion, is slowly giving way before the advent of the 
new regime, and the old barriers of caste and pre¬ 
judice being removed, all people must get oppor¬ 
tunities to better their social and economic position 
by doing work for which they are fitted. 

44* Criminal Tribes. —Members of the de¬ 
pressed classes have all along been servants of the 
village community, performing the duties entrusted to 
them. Several of them have vat an lands given to them 
and they are paid by the community for the services 
they render. Some of these classes also earn their 
living by making baskets, ropes &c. Owing to the 
administrative and economic changes which are 
taking place in the village organization and public 
life, these classes arc fast losing their traditional 
employment. If they are,therefore,given education, 
they can be made, as we have said above, to take a 
share in the new industrial organization by working 
in mills, factories, workshops &c. Besides these 
depressed classes, again,there are the crimin al tr ibes 
afcattered'atT orVEiT~ Tfrdm7"' vagjauiLjife 

aWTafe a menace lo thc,p,eace £ul.-popul ation of out 
Villages. Tlie work of reclaiming these people" lias 
been recently undertaken by Government, and 
missjonary effort is also in the field. These men 
can be weaned from their immoral and criminal 
habits and be made to live useful lives. They can 
be taught certain trades and thus may become useful 
members of society instead of parasites and habitual 
criminals. 

Only one illustration of how the criminal tribes 
may he reclaimed and be trained to contribute to 
the production of wealth by taking up decent trades 
will heft suffice. An interesting experiment to 
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control and reform the criminal tribes of the Bijaput 
district has been recently made under the auspice# 
of Government by Mr. O. H. B. Starte, i. c. s,. With 
the co-operation of the officials and the gentry of 
the district, and particularly of certain employers 
of labour, he has been able to turn Chhaparbands, 
Haran-shikaris and Ghatichors into mill-hands, 
masons, and agriculturists. “In addition to the 
Chhaparbands many members of the criminal tribes 
of the Sholapur district were recently placed in the 
mills, so that at the present time there are about 
776 members of the criminal tribes working in one 
or other of the Sholapur mills. In 1912 some Ghanti- 
chors were placed in the Southern Mahratta Spin¬ 
ning and Weaving Mill, Gadag. There are now 121 
Gbanticbors employed in the mill. Another settle¬ 
ment has been started at Gokak Falls, chiefly for 
the criminal tribes of the Belgaum district. There are 
at present 386 Korchas, and Guzerathi Bhats working 
in the mills. The fact tliat nearly all of the mills 
employing these criminal tribes are willing to accept 
more of the same class of labour, is a satisfactory 
testimony to the results of the attempt. In view of 
the difficulty in finding sufficient hands which is 
experienced by most mills throughout India, the 
experiment would seem to be important as by it a 
new source for recruiting labour is opened out.'**; ; 

95. Wastage of Labour Power— There is a 
large amount of labour power, actual and potential, 
which may be thus utilized to the immense advantage 
of the country. Some of the classes who at present 
contribute little to wealth production, have been rc- 


*0. H. B. Static, i. c. S. i As E»p«ritBtat m tfa« RcforasftUOB of 
Criminal Tribe*. 
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ferred to above. There are several besides them 
whe Jive on the profession of begging. With them 
it is a hereditary 'p'rofessfon/ hhd' th'ey think they 
lean not do and ought not to do any thing else. 
^Indians are an extremely charitable and hospitable 
people, and very often it is not a discriminating 
charity they practise. This [piety is exploited by 
many a mendicant who does not regard begging dis¬ 
respectable. The mendicancy takes various forms, 
more or less associated with the religious ideas jE>f 
the people. Most of the mendicants do not know 
the dignity of labour and pretend to feel offended 
if they arc asked to earn their bread by the sweat 
of their brows. 

The so-called sadhus who go about from one 
shrine to aiTotTier and live upon the industrious, are 
a great problem. The idle lives led by monks and 
priests, have provoked a reaction in the public mind 
in all countries, and the abuses of poor relief in 
England are well known. The drones who live on 
the piety and charity of villages and towns, will 
steadily find their position getting pa° re intolerable 
in the struggle for existence which is becoming 
keener every-day, but to-day, they represent so 
much wastage of labour power. 

Caste, restrictions which prevent persons from 
taking OTlTtrade to Which* fhey afe 'udt ^oFnTllso 
' waste and loss of efficiency. Supply of 
labour does not readily respond to demand, and the 
productive power of the country suffers. Certain 
trades which, in other countries, are, indifferently 
pursued by all persons, are in India, confined to 
particular castes, and are looked upon as degrading 
by others. Mahomedans and other non Hindus are 
not hampered by such restrictions, and they are 

»J 
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seen easily adapting themselves to the situation. 
But as we have observed before, caste distinctions 
are gradually becoming less rigid in the economic 
sphere, though socially they are still very effective. 

46. Summary. —The scarcity of labour which 
employers complain of, is only apparent, and the 
potential supply is almost unlimited. The growing 
use o£ labour-saving machinery will, by itself, give 
considerable relief. If employers provide healthy, 
congenial and attractive conditions of work, they 
will get all the labour they require. Population, it 
seems, is pressing on the soil and though the ordi¬ 
nary man is wedded to his village and to his piece 
of land, he may be induced to migrate to a distant 
centre of industry. There are numerous instances 
of such migrations from one district to another and 
from the country side to towns. 

It is indeed a serious matter to consider whe¬ 
ther the creation of a proletariat is desirable. But 
in the face of the present situation, the develop¬ 
ment seems to be inevitable. The. weaver working 
at his loom, the potter manipulating'"clay on his 
wheel, the. oil-maker "busied with his primitive 
press, will be ousted from their traditional trades 
and will join the ranks of factoty hands. Some of 
the indigenous industries may be saved and be conti¬ 
nued in an improved condition, and the use of 
power and efficient tools, will help workers to 
maintain their autonomous condition. 

In every trade, however, education and train¬ 
ing are badly required. Workers in the old indi¬ 
genous industries were and are highly efficient. 
But the changing tastes and wants of the people 
are creating a demand for commodities they cannot 
produce. An adjustment must, therefore, take place 
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between the two. Elementary education must 
become universal and must be linked up to techni¬ 
cal and industrial education. The value of this 
education is appreciated by employers as it results 
in increased efficiency, but little provision has yet 
been made in that behalf. A scheme oiLgeneral 
education, which will develop in children the power 
of observation and assimilation, to be followed by 
specialised education and actual training Jn a fac¬ 
tory, will have to hi 'devised for the sons of artisans 
and must be adapted to the needs of agriculture. 

Unakiltod iabour is much in demand at present 
and commands high wages on r ailw ays, docks, 
canals and elsewhere. jThcrejs 
demand’for skilled labour, aAd.,the,tmijMid workflppft 
has opportuni ties to rise to higher g rades. The 
requirements of mills and factories will provide a 
larger scope for men who have received higher 
technical and scientific education. - There is an 
overcrowding of the professions, and educated young 
men must hp drawn to the fields of industry and 
commerce, p Some of them have received training 
in foreign countries, and they must occupy the 
higher posts in the factories. The prejudice which 
exists against them, perhaps justified in a few cases, 
will disappear and technically trained men must 
occupy their proper places in industries. Indian 
employers are expected to give qualified young men 
opportunities to earn their salaries by the greater 
efficiency which they will bring about. And the 
latter will justify their employment in posts foi 
which imported and highly paid labour is engaged. 
The young men too must not hesitate to take their 


coats off and be ready to work their way up and must 
falsify the complaint of the employers that tech* 
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nically trained Indians have usually a bone deve¬ 
loped in their backs which does not allow them to 
bend for actual hard work. Educated young men 
are seen to-day drifting and being ship-wrecked on 
unremunerative and unsuitable careers. A growing 
number among them ought to prepare for and be 
absorbed by industrial and commercial careers. 
They will thereby help to create more wealth in 
the country and to earn a decent share of it for 
themselves. 
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The Part of Capital. 
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47. What is Capital ?~Besides the “**1- 
lectual and manual labour of man anc* the 
'i&fcisx*, t vw <4. khisji <&£&& w.hi c h is 
essential to the production of wealth, and, that * s 
capital. Man working with bis hands on m ater * a ' 
provided hr nature, may produce comra^' es ' 
but cvon the most primitive forms of prod uc * ,on 
pre-suppose the use of instruments, weapon s » an< l 
tools. Though capital itself is produced by human 
labour, it is a distinct factor of production ahd oc¬ 
cupies a very important place in modern or^® 11 ^' 
tion of industry. Mere labour and powers of nature 
are not enough; there must be some pre-e^ s t ,n K 
wealth available to enable the worker to m^ nta ‘ n 
himself while new forms of wealth are being P”** 
duced and to assist in the processes of prod* 10 ** 011 * 
The creation of wealth is the creation of utilities, 
and it involves activity intended to secure a surplus 
by augmenting utilities and diminishing costs' The 
cultivator, the weaver, the potter, the blacksmith, 
the tailor, have all of them to use capital without 
which their trade would be impossible, the 
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higher the organisation {of industry, the larger is 
jthe quantity of capital required. 'f u The productivity 
capital consis ts in the aid which it renders in 
securing t^Tsame results with lesTlHfortTlt is an 

A M * » s, t ■ i t - pr **w»~ - -■ -oh, 

adjunct to human.labo urjBJQdJ& JJutiu^^ 
labour bv interposing something between labour 
and its result. The handloom oFtne weaver, the 
wheel of the potter and the plough of the cultivator, 
constitute their capital, besides the raw-material 
which they use in their respective industries. 

Cap ital, we are told, is the result of , §aY.tU£• 
T he farmer sets asid e ft-aut ,£& 
duHTf^^d^Lto^nyunue and for paying 
’waires to labourers, and these constitute his capital. 
If he is poor or extravagant, he may have to borrow 


these from the village money-lender and have to 
repay the amount and, in addition, pay interest 
upon it. But the grain which the money-lender has 
lent for sowing or for maintaining the cultivator 
while at work in his field, has been saved by the 
former out of his earnings. lie might have con¬ 
sumed every thing that he earned and would thus 
have laid by nothing. In that case the money-lender 
would have had no capital to lend. The weaver lias 
a handloom in his house. But the yarn he requires 
is supplied to him by the money-lender, and for his 
daily food also he depends upon loan*. Thus he 
carries on his trade on borrowed capital. But it is 
possible for a weaver or blacksmith to produce 
more than he consumes himself and spends upon 
the purchase of raw-material and tools, and this 
surplus may be utilised in buying better tools and 
raw materials. [This employment of capital increases 


+ S«tigTa»n 



The Rayat’s Means. 


87 


efficiency and leaves a larger margin of profit to 
jlhe artisan. The supply of a sufficient quantity of 
jbapitjtl is, therefore, a necessary condition of the 
('productivity of industry. And the economic condi¬ 
tion of a community is satisfactory or otherwise 
according as the supply of capital is abundant or 
[scanty and cheap or dear. 


98. The Rayat’s Means _A big landlord 

or farmer in India has considerable capital which 
consists of farm-houses and wells, ploughs and 
cattle and of seed and manure. He can use his 
capital in getting as large a produce as possible 
out of the soil by procuring a steady and 
sufficient supply of water, by improving the land 
and by constructing embankments to retain moisture 
and silt. But the capital which is available to the 
ordinary culti\ator is scanty and of tile; s imp les t 
kind. He bus a plough and other rude implements, 
a pair of bullocks and a curt *hicU he may, in the 
off season, plv for hire. I he common cultivator, > 
fur from being a man of means, is indebted to the s 
village sowkar, and the ; ndebtedres? of the Indian 
rayat has become pro\erbial, and in certain parts 
of the counttv, almost notorious. He has to borrow 
at exorbitant rates of interest and is crushed under 
the weight of his debt. hjjs land and property are 
generally mortgaged and often pass into the hands 
of the sowkar. The question of the indebtedness 
ol the rayat has engaged the attention of Govern¬ 
ment for the past sixty years, and measures have 
been taken from time to time to supply the rayat 
with the capital he wants for land improvements, 
till the co-operative credit movement has at last 
been regarded as peculiarly efficacious in this con- 
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nection.* The Deccan Riots Commission observed 
with reference to the indebtedness of the land* 
holding classes as follows:—“ The estate of an 
ordinary kunbi ryot, exclusive of his land and its 
produce, has been estimated by competent authority 
to be of little more than Rs. 200 in selling value; it 
will be somewhat as follows:— 



Rs. 

Live stock . 

... 125 

Implements and utensils 

20 

House 

... 50 

Miscellaneous 

... 2o 


Total ... 215 

We are not here concerned with the causes of 
the ruyot’s indebtedness. The fact of it is patent, 
and it is bound to affect prejudicially the produc¬ 
tivity of his labour. The indebtedness is often a 
legacy left bv the forefathers of the cultivator and 
he is heavily handicapped. There is practically 
little surplus left after the expenses of the main¬ 
tenance of his family are deducted from the gross 
produce, and it is with the greatest difficulty that he 
can meet the Government assessment. “ It has been 
estimated that the yearly cost of food necessaries 
to each member of a kunbi’s family is about Rs. 25. 
Admitting that the food consumed by his family 
does not cost the ryot the market value, it is never¬ 
theless plain from the figures of estimated yield of 
land, that in a year of average rainfall his receipts 
from six acres—-two of each kind of soil—will leave 


* This nil jett mil be treated a’ {Water length in a later tLap.u, 
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& very narrow margin for Government assessment 
and expenses, amongst which the interest on the 
sowki r's loans in hard years must count as a current 
and unavoidable charge »* Famine^om^|jgp 

of India that about one-third. .of 

n 2JJfce#pn4- 

An analysis of (In < nik.rnissa.cnt of twelve villages 
revealed (o tl e I uan Iliots Commission the fact 
I hat about cnc-th:id of the occupants of Government 
land vcrc embj i?a?i< d with debt, that their debt 
averaged at out eighteen turns thtir assessments 
and that nearly two-thirds of the debt was secured 
by mortgage of lan 3 + 


Ague ultural cuj ita] takes the form cf. water 
supple, seed, n anu.t-s ai.d implements. As to the 
first of these, i;.in!.ill is jtuarious ar.d insufficient 
over large traets oi the «• t.ntn, ,n .! the agricultural 
industry is often at the ,ne*ev of r uttire. Lands 
irrigated bv canals and wells are in a fortunate 
position, and in them the condition of agriculture is 
comparatively satisfae torv. of about 1'5 aiillicn 
acres of cropped area in Dritish hula, not more 
than 17 million acres are iiricnUd. “ fhe total area 
irrigated in l 1 ) 15-1-1 was -Po'i ,Cf 0 a< res, ns against 
4b,5 $9,000 in the preceding jear. Of this 1 ',271,K.0 
acres was irrigated from Government canals, 
2,175,(<00 acres from private canals, from 

tanks, 13,eu7,tX O from Wells, and u,219,000 acres 


* Repoit cf the Dcc.'nn Rio‘s Coicn .ssun, 1875. 
t Very in’erestmg results tn this tonr.c-'.H,!', h. \e been arrived at by 
Dr. H. H. Mann in the inquiry lie has made into the economic* of a 
Decan village 



from other sources of irrigation. In India irrigation 
on an extensive scale is ordinarily resorted to in 
tracts where the rainfall is most precarious. In Lower 
Burma, Assam, Eastern Bengal and on the Mala- 
bar Coast (including the Konkan) where the rainfall 
is ordinarily heavy, the crops hardly need the help 
cf irrigation unless there is unusual scarcity of rain. 
Of the total area irrigated in 1913-14, 24 per cent, 
was in the Punjab, 21 per cent, in the Madras Pre¬ 
sidency, 25 per cent, in the United Provinces, 9 per 
cent, in Behar and Orissa, 7 per cent, in Sind and 
the remaining 14 per cent, in the other Provinces.”! 
The following figures will be found interesting in 
this connection :— 

Proportion of Irrigated 

to Total Cropped Area. 


emu >.« 

Punjab . 


47 

ft 

it 

North-West Frontier 

Province.. 

57 

i* 

ti 

United Provinces 

• • • 

55 

n 

n 

Ajmer-Mewura 

... 

29 

tt 

tt 

Madras ... 

... 

2 l > 

a 

a 

Bihar and Orissa 

• « • • * • 

If, 

J» 

it 

Bengal . 

. 

9 

it 

if 

Burma . 


8 

n 

it 

Assam . 

... 

6 

it 

»» 

Bombay. 

... 

4 

ft 

ft 

Central Provinces and Berar ... 

4 

ft 

ft 

Coorg 

• • • * * » » 

3 

It 

tt 

Manipur. 

•M • •• 

3 

II 

tt 


t Agriculture! Stetutic* of India, i9U-i4, 








Improved Ikplemiht8. 


81 


49. Improved Implements.—Well J/jrifift- 
tlon means a considerable outlay of capital to 

*9§L QBllLJLi^^l gva^- a jfi^fiaHa? • SSj 
,t£*reJL «* assured 

JSU&SSPJ*>0, tips) oved. The question of in¬ 
ducing the Indian agriculturist to make use of im¬ 
proved implements and machinery is surrounded 
with difficulty. The ircn plough is coming more 
largely into use, but the same remark cannot be 
made about agricultural macliinerv in general. 

“ Much success has, undoubtedly, been obtained in 
the introduction of grain winnowers, cane-crushing 
machinery &c. But in recommending the introduc¬ 
tion of reaping machines or heavy English ploughs 
caution is necessary. Heaping machines may be 
useful on large estates where labour is scarce, but 
the whole rural economv of a tract where population 
is dense, may be upset by their use. A li.ige amount 
of cheap labour which ordinarily docs the reaping is 
thrown out of employment: the gleaners lose their 
recognized perquisites. In the ense of heavy ploughs, 
the advisability of deep ploughing has first to be 
proved. In both cases the capacity of the available 
cattle and the difficulty of replacing broken spare 
parts and of carrying out repairs are serious obsta¬ 
cles to the introduction of foreign machinery. As‘ 
in the case of plants, the unproveineu* of the local 
material which the cultivator cun himself make and 
repair nrd which his cattle can draw, seems the more 
hopeful line of improvement.”* 

It is well-known that agriculture does not pro¬ 
vide much scope for the use cf machinery. Yet 
machinery is coming into larger use on the bigger 


* " Ajpku’.ajr* 4 laCis " Cj Mt. J*e«* Macttart%. 
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farms and in industries connected with agriculture 
Ginning and pressing cotton, the crushing of sugar- 
cane, pressing of oil from seeds, manipulating opera¬ 
tions in connection with ground nuts, as well as the 
lifting of water from wells and rivers— these call 
for t he use of machinery and motive powe r. This 
development has given rise to a new industry and 
iron water lifts and crushers are being turned out in 
small factories in various parts of the country. The 
increasing demand for cotton, sugar, oil seeds and 
the high prices which these command in external 
markets, have encouraged the use of machinery in 
the industries connected with these raw materials. 
The following account of tendencies in Madras will 
prove interesting :— 

‘‘During the past ten years the industrial tendencies 
in the Madras Presidency have mainly exhibited themselves 
in tho fupercession of hand lab jur by nia. hir.try driven by 
power deiivod from steam or inti rr al combustion engines. 
The ma : n factor has been the devcloj merit of tho use of tho 
internal eombintion engine. which enah'cs small qnantitiis 
of power to be generattd loth ebcfiply, and by im tboda 
which require no profit amount of technical skill to super¬ 
vise. In the deltaic districts of Godavari, Kistna and tho 
Cnuvcrv, which arc almost wholly guon tip to the cultiva¬ 
tion of pnddy, tho pri citiro n ethocls < f husking by hand 
have to'aTarge extent been soporctdfd by modem machi¬ 
nery. As the result of measures d*.Ib'rntily taken by 
Government, there has boon a similar application of motive 
power on a small scale to tho raising of water for irriga¬ 
tion ; and final’y as the result, partly of direct Govern¬ 
ment assistance, ar.d partly of progressive private effort, a 
number of what may be tcrim d rural factories have come 
into existence, which use machine processes usually on tho 
smallest scale that it is practicable to employ them. Such 
factories employ machinery for ginning cotton, crushing 
»ugar-c*ne, extracting palmyra fibre, pressing oil 
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•a don tting timber, In the town* power i* bring 
rimiUrly employed in an even more varied manner.”* 
l ^ towns anJ citie s, macliaflj^ !,, MSSJUlJS^^ 
employed.^ 

8 |J£L^tt4UlIH s £s* Flour mills are becoming 
very popular with the mass of people in towns, <«nd 
gins have almost entirely superceded the domestic 
industry in which women were engaged. How the 
small industries n.uy be improved if capital i3 made 
available to the artir ins on easy terms, is de¬ 
monstrated by the way in which t:,e sewing machine 
has come into extensive use in the tailoring trade 
during the last generation. 

50. agricultural Capital.—Capital is thus 
the most urgent need of the cubmitors who form 
the bulk of the population and who.-c industry is the 
premier industry of the country. The agriculturist 
is certainly able to tecure loans from the vdlage 
money lender, but at exorbitant rates of interest; 
and therefore the capital tnus borrowed cannot 
prove very productive. What is true of the common 
cultivator is likewise true of the artisan class gener- 
ally. Money lenders arc shrewd business men, and 
they secure themselves again.-st the risk cf the loss 
of their money by exacting high rates of interest, 
by a mortgage of property, by the imposition 
of hit>h price* awl in other wpys. Speaking of the 
conditions in a typical dry Deccan village Dr. Mann 
observes:—“Very little ttdva: ce in implements and 
methods seems to hove been made though some new 
crops have been introduced in recent years. As to 
the implements of cultivation, a complete set such 
as is used by the people would cost about Rs, 40 
and they are all made locally from beginning to 


* Ccawt Report, iSu *. pagv 4 j7, 
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•ad. The wood Is grown in the village, the carpenter 
is a servant of the village, and except for the very 
email quantity of iron required for the tip of the 
plough share and the blade of various other cutting 
Implements, the village would be quite independent. 
All repairs to these implements, are paid for in 
baluta, or a fixed charge on each crop produced,— 
but tho carpenters are paid in cash for new imp e- 
ments made. The use of the modern iron plough is 
only just beginning, and the hire of these from 
Poona shows signs of being taken up." 

51. Indigenous Capital. —It is impossible to 
form acorrect estimate of the capital employed in the 
different industries in India and to say what increase 
there has been in its quantity within recent years. 
There is no doubt about the fact that more capital 
is being invested in new industries which are rising 
on all sides, and the people are coming more and 
more to appreciate the advantage of lending their 
savings to industrial and commercial concerns. The 
very failure of numerous banking, manufacturing and 
commercial concerns during the past few years, is 
eloquent enough in thi3 respect as it shows the weak* 
ness and strength of modern Indian industrialism. 
If the small improvements which are being effected 
here and there are omitted, we may say that thero 
is no appreciable increase in the amount of capital 
invested by the people in the agricultural industry 
and in the small handicrafts. It is only in the manu¬ 
facturing industries that a remarkable development 
has taken place in this respect. Excepting the 
cotton industry of Bombay, however, and other in* 
dustries of extremely moderate dimensions else¬ 
where, they owe their rise and prosperity to Euro¬ 
pean initiative *md capital, 
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Almost the whole capital of the cotton mills, 
amounting to no less than twenty five crores of 
rupees, has been raised in India. The tea planta¬ 
tions which have a little larger amount of capital in¬ 
vested in them, are, most of them, joint stock concerns 
registered in the United Kingdom. The jute in¬ 
dustry with a capital of more than twelve crores, is 
also financed by European capital. Industries con¬ 
nected with wool, silk, sugar, paper, tiles &c. have 
also absorbed considerable capital, some of which is 
Indian and there is much scope for expansion in this 
field. The value of mineral production in India is 
steadily increasing, and the bulk of the capital 
invested in the coal and gold mines has been import¬ 
ed. The fact is that the large quantities of capital 
which are required for manufacturing and mining 

^ * SM ~ * <- * *** V*#"!—«M« -I*** AW O 

industries are not available in .India and they are 
not forthcoming because the enterprise and the ex¬ 
pert knowledge and the organizing capacity which 
are necessary for the establishment of such concerns, 
are practically absent in India. 

A remarkable exception has been recently pro¬ 
vided by the Tata Iron and Steel Company which 
wfis floated in 190A, with exclusively Indian capital 
of more than two crores of rupees. This under¬ 
taking is being further expanded and there will be no 
difficulty in getting the necessary capital. The fact is 
that there is considerable latent capital in the country 
which may enable cuterprising people to start new 
industries provided they cun inspire confidence. The 
history of manufacturing, commercial and banking 
concerns which have been floated in recent years, 
proves that the sources of Indian capital have not 
been properly tapped and that they are calculated 
to yield a rich harvest. Sound concerns under the 
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management of experienced and well-known in¬ 
dustrialists, rarely fail to attract the requisite 
capital, most of which, however, comes from the 
commercial and the professional classes. 

52. The Hoarding Habit.— Much has been 
made of the hoarded wealth of India, and exaggerated 
views are held about its size. It has been estimated 
at anything between 500 and S00 crores of rupees. 
By hoarding is, of course, meant the habit of allowing 
wealth to lie idle and of making an uuremunerative 
use of what might have been employed in the fur¬ 
ther production of wealth. Some wealth of this 
description in liidTamay ccrta.nly be converted into 
capital, and the saving habit and banking facilities 
may be calculated to bring about this change. On 
the whole, the people of this country are thrifty, and 
certain classes habitually practice thrift and do 
lending business. Even taking the highest estimate 
of the so-called hoarded wealth of India, we find 
that its amount does not exceed Rs. 2 ■> per head of 
the population, that is, about one year’s average per 
capital income. A large part of the total obviously 
consists of the jewelry of the Winces and landlords, 
and the share for which the balk of the population 
is responsible, must be extremely small. Apart from 
the fact that every pie of the hoarded wealth is 
urgently required for use as capital in the* country, 
the total amount is as nothing compared with 
the hoards of other countries. Fondness for pomp 
and show is inherent inhuman nature, and Indians 
are not different in this respect from other people. 

The habit of hoarding is fostered bv insecurity 
an d the abaence*ol a rtro ng~govwnm ent and byj 
ioje *n 

average family is India consists of the trinkets on 
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; the persons of women and children and rarely of men. 
Education will cure the Indian population of this 
, love of ornaments but even in progressive countries 
fashion dictates the locking up of a large amount of 
' wealth in jewelry. In India jewelry has been the 
^average person's bank which yields no interest and 
does not always ensure security. But it is the easiest 
and the most convenient method of saving and keep¬ 
ing wealth, in the absence of a knowledge of the 
advantages of banking. (The trinkets are given as a 
pledge to the money lender and on their security 
loans are raised.'. Even people of the middle class 
have often to resort to this method of raising capital. 
As soon as the purpose for which the jewelry w r as 
mortgaged is fulfilled, the profits are once more 
converted into ornaments. With the establishment 
of peace and orderly government under British rule 
has come security ol life and property, arid ornaments 
need no longer bo the deposit bank of any class of 
people. But it is ignorance and a iaci. of banking 
facilities that Still stand in the wav. 

53. Conditions of saving.— There are other 
conditions besides spirity ot property which make 
accumulation of capital possible, j he in co mp of 
individuals and communities must be sutficient to 
enable them to lay by wealth for future use. Fore¬ 
sight an<fthrift are also equally necessary. There 
are people who take no thought ot the morrow and 
do not realise the importance of providing against 
a rfiny day. The ambition to live a life of indepen¬ 
dence and ease and to make provision fdr the proper 
bringing up of children, is likewise an important 
factor. In backward communities and classes these 
motives are absent or feeble Instances are not 
wanting in India of people who will stint them- 
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*elve« to provide for the education of their children 
or to leave to them a decent source of income. 
The indebtedness of the common rayat shows that 
this motive is not strong in him, but it is more the 
result of his poverty than of extravagance. 

Under the modern industrial organization, 
wealth is coming to be concentrated in a few hands, 
and the margin for saving is so large in their case 
that they do not know what to do with the sur¬ 
plus. There is no true abstinence in their case be¬ 
cause there is no sacrifice involved. People will not 
also save unless they have the means of securely 
depositing their savings or can use them remunera¬ 
tively. There must, therefore, be sufficient scope for 
investment as well as satisfactoiy provision for the 
safe keeping of the savings, large and small. These 
opportunities are now opening out hefote all classes 
in India, and co-operative societies, joint stock com¬ 
panies and commercial undertakings which are ris¬ 
ing up in all directions, ate an unmistakable proof 
of this development. 

54. Capital as a power.—The conflict be¬ 
tween capital and labour, which has become extremely 
keen in western countries and the socialistic move¬ 
ment which has spread widely in the world, show what 
a great power capital has become in modern times. 
Capital is only one of the factors of wealth produc¬ 
tion, but it so dominates the economic organization 
of the present day tfiat the modern industrial regime 
has been characterized as capifaTisfic. Though the 
thories of socialists' like ICarl Marx, according to 
which labour is the sole cause of value and is there¬ 
fore entitled to the whole reward of production, are 
ex *f?g erat ' on s> they only indicate how strong is the 
feeling of resentment that has been aroused in the 
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pninds of workers against the wealth and power of 
those who command capital and therefore labour. 
It is the concentration of capital in a few hands and 
the wage system under which the workers feel that 
they are defrauded of their due reward by the 
employer, that have led to the revolt of labour, and 
it is to fight organization of capital that workm en’s 
assdaatibnTh^^^eenEornied. 

In India industrial organization is vet mostly of 
the simple kind. The Jamindar or the big landlord,!* 
a capitalist and w ielcjsenorinpuUpyjefT The money-. 
1 eSlicter is also a capitalist whose capital fs, however, 
lucrative capita., He is very often looked upon as a 
great tyrant because he exacts enormously high 
rates of interest for the capital he lends. The bor¬ 
rower seeks a loan : or purchasing necessaries of life 
or the raw materials and implements of his indus¬ 
try and by mortgaging his land and trinkets often 
becomes the slave of the money-lender. As he can 
command labour, the capitalist, whether urban or 
rural, must -wield considerable power and workmen, 
ignorant and unorgai s/cd, are at his mercy. 
Like the Jewish ustuers of Europe, the Indian 
money lenders have acquired a bad name but it will 
be unfair to tar the whole class with the same brush. 
If some money-lender'! are extortionate and harsh, 
others are kind and considerate. And the village 
money-lender is the friend of the ravat and the 
craftsman. The Famine Commission of 1880 ob¬ 
served:—"However just may be the terras of abhor¬ 
rence applied to the “ Marwuii ” or foreign usurer, it 
must be remembered that he is the product of a 
diseased condition of the community. The like 


condemnation must not be extended to the village 
banker of the better class, with whose useful 
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services the rural communities of India have at no 
time been able to dispense.”t The relations of 
capitalists and workmen are mostly regulated by 
custom, and it is only latterly that labourers have be¬ 
come conscious of their rights. 1 bey are slowly be¬ 
coming independent as varied avenues of work are 
being opened to them. The development, is therefore, 
from status to contract, and is the result of chang¬ 
ing economic conditions. 

55. Foreign and Indigenous capital. —We 
have already pointed out that most of the large in¬ 
dustries in India, particularly the manufacturing, min¬ 
ing and planting industries, are financed by foreign 
capital. For the construction of such public works as 
railways and canals, the State has adopted the policy 
of attracting British capital. The country has surely 
benefited by this policy in us much as those produc¬ 
tive works could not have been otherwise carried 
out, London is th * largest source of capital for 
British colonies and foreign countrie; and Ejiglaud 
has, on an average, about Rs. SuOerore* to lend every 
year. Capital has'become cosmopolitan and also 
cheap in west.rn countries. The railways in the 
colonics and countries like Ch.nu a id Turkey have 
been constructed with the help of English, and 
French capital. Dissatisfaction is often expressed 
in England that so much capital goes oat of the 
country every year to fertilise foreign countries and 
that indigenous industries have to starve. 

The benefits which the importation of foreign 
capital has conferred upon the Indian people is duly 
recognized, and any cppos’tion to the employment of 
foreign capital as such will be unreasonable. Capital, 


t R*part of Famine Commiuton, 1 1 So- 
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like labour, must be paid its price, and if a country 
does not possess capital of its own, it must import it. 
“The great mistake to be guarded agai nst is that, 
because certain capital used in India is foreign, it 
must, therefore, do harm to the country. It has, of 
cPUrse, to be considered that we ought not to pay 
too high a price for it.’’* Mr. Dutt characterises 
the employment by the State of foreign capital for 
its railways as an irrtance of ‘ the right use of 
foreign capital', and eqvally light will be its use if 
only interest had to he paid r n it and it were em¬ 
ployed by Indians who would dciive all the profit 
out of its employment. He therefore goes on to 
observe “But when we turn to the petroleum in¬ 
dustry in Burma, the gold miDee of Mysore, the coal 
mines of Bengal, the tea and jute industries, the 
carrying trade by sea and the iinmeing of our vast 
foreign trade by fore gn b..nks, we come upon an¬ 
other and a less favotade aspect or the question 
of the investment of foreign c qdtal. It is impossi¬ 
ble to estimate accurately the amount cf wealth that 
goes out of the count, v 10 this >■ aimer, though an 
approximate idea can be had of i' from the excess 
of our ex orts over cur imports after omitting Gov¬ 
ernment transactions.” M:. Dutt quotes Mr. (now 
Sir Thomas) Holland m support of this view. Speak¬ 
ing of our successful exploitation ol the petroleum 
fields of Burma the latter observed in a paper 
read before the Industrial Conference in 1905 :— 
“ The one regrettable feature is the fact that 
the capital required to drill the deep wells has 
been raised iu Europe, and the profits consequently 
have left the country. In the petroleum industry 


* R- C. Dutt: C*lcutt» industrial Can Uncut*, 1*06. 
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as in so many other enterprises of the kind,* India 
will continue to pay such an unnecessary arid un- 
desirable tax as long as those in the country who 
possess money will not risk their reserve fund in in¬ 
dustrial purposes.” 

56. Summary. —Adopting a classification of 
canital suggested by certain economists, we may have 
four different species of it: agricultural, commercial, 
industrial and financial capital. By agricultural 
capital is meant not land or lauded capital but the 
tools, manures, cattle iS:c. with whose assistance the 
tanner gets a crop out of the soil. As we have ob¬ 
served before, the farmer is not able to get this capital 
on easy terms and does not know how to use it remu¬ 
neratively, The comparative inefficiency of Indian 
farming and the poor yield of the soil in this coun¬ 
try, are the result of this scat city of agricultural 
capital and the ignorance of the rayat. Commer¬ 
cial capital, so far as internal trade of the country 
is concerned, is not wanting and if sufficient bank- 
ing facilities are provided, tins form of capital may 
become available in the iequirod quantities. Crores 
of rupees ha\e beer, spent on the construction of 
docks, railways and roads, a.id though there ore 
many parts of the country which have yet to be 
opened, India cannot now complain, on the whole, 
of the dearth of this form of capital. 

Industrial capital is, however, the most import¬ 
ant, and its supply in adequate quantities is 
the great need of India. Small industries are 
starving for lack of capital. Large manufactures 
can be started with the share capital supplied 
by a number of individuals, and they can be 
carried on on up-to-date lines. But the stream 
of industrial capital does not reach the small artisan 
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and he has to trudge through the ru ts o£ primitive 
organization or be displaced from the economic 
field. There is an abundance of financial capital in 
India, mostly supplied by Exchange and Presidency 
Banks and, to a smaller exfent, by joint Stock Banks. 
The moving to the ports, for export, of crops like 
cotton, jute, wheat and oil seeds, is financed on a 
ver} r large scale bv these banks which also assist 
the importers oi foreign goods. i’Vioi gh it is difficult 
to distinguish dually between the different forms of 
capital we have considered and the line of demark- 
ation is, in many cas^s, very faint, the variousforms 
being only aspects of the same thing, the need of 
providing capital which directly assists the proces¬ 
ses of industry is extremely urgent in India. 

During recent years, Indian banking has made 
great progress, and in spite of the failure of several 
Indian banks in i 913, that progress remains sub¬ 
stantial. '1 he statistics r< ‘ating to private and un¬ 
incorporated ,'ankers, w ho must certa.nly be numer- 
cus, are not available ; but we have statistics with 
regard to Presidency Banks Exchar ge Banks and 
Indian Joint block Banks with digital .uid reserve of 
Rs 5 lakhs and over the following statistics* 
with regaid to these will be found instiuctive :— 


Class oi Bant* 

Casual and R«»er>r> 

i 

Deposit*. 

JVC' 

R 1 
(mkii*-) 

1“I4 

Re. 

l lakhs) 

in re^sc 
pei cent 

, )V 5 iVi+ 
Rs Rs 

C >khs) (lakhs) 

Increase 
pe cent. 

Presidency Banks 

»,;3 1 
1 

7,64 

s5 

23,38 

| 43,66 

1 

80 

Exchange Banks 

i 

I | 

— 4f> 

bS 

",0‘ 

3t,lS | 

77 

Indian Joint Stock 

Banks m'h capital 
and reserve of 
Rs, 5 lakhs and 
over ... 

i 

!,*>* ! 

1 

3,*3 

i4a 

11,99 

M 

t-e 

N 

__J 

43 

Total. | 

41,48 

tr,o3 

63 

54,41 

f * 

7t 


* Statistical Table* Relating lo Bank* in India, i 9 i 6 . 
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In the case of Exchange Banks, whose head 
offices are located outside India, and which do 
business in other Asiatic countries, deposits in this 
country onlv have been taken into account in the 
above statement. The deposits of Presidency Banks 
include 'public* or Government deposits, exclud¬ 
ing these and taking the Indian deposits only of the 
Exchange Banks, we have the following figures 
with reference to the increase of denosits in the 
banks included in the statement given above : 



1905 

1914 


Rs. (lakhs) 

Rs. (lakhs) 

Presidency Banks 

22.26 

40.04 

Exchange Banks 

17.05 

SO. 15 

Joint Stock B;nks 



(above Rs. 5 lakhs) 

11.99 

17,60 


As we have observed above, the greatest need 
of the hour in India is that of banking facilities in 
all parts of the country and of industrial as well as 
financial capital which will be easily available even 
to classes of small producers. The assistance 
rendered by the Presidenc) 7 Banks is absolutely 
inadequate and more banks must be started and 
scattered all over the country. These may not, 
however, be able to give credit fir long periods as 
is required for industries, and special industrial 
banks will huve to be established with State assis¬ 
tance. There is so much state money lying in the 
Reserves of the Government, and it may be made 
available for the encouragement of indigenous in¬ 
dustries. Crores of rupees belonging to the Paper 
Currency and the Gold Standard Reserves are lent in 
England: they may be kept in India and placed at 
the disposal of enterprising men in this country, 
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of course, with the necessary safeguards. How this 
supremely important object should be attained, 
whether by the institution of a State Bank or other¬ 
wise, is a subject worthy of the closest attention. 
There can be no doubt about the fact that the exist¬ 
ing financial machinery under which village and 
town sowkars and shroff-., joint stock banks, Pre¬ 
sidency Banks and Exchange Banks, together 
with the co-oporat : ve ciedit societies and the 
Government which make loans to agriculturists 
for improvements, supply capita’ to Indian trade 
and industry, 5" unequal to meet the requirements of 
the economic progress of the country. 

Take for instance the agricultural loans and 
adrances made b) Government to cultivators under 
the Land Improvement Louim Act of 1883 and the 
Agriculturists' Loan Act of 1884. “ 1 he former 

enactment authorises the grant of loans by local 
officers, subject to rules laid d. ,vn ov the local 
Governments for the purpose of making any im¬ 
provement, an improvement bun' defined as any 
work that adds to tne letting value of the land. 
Wells take the first p’ace among such works. Loans 
are repayable by instalments and recoverable gene¬ 
rally as if they were arrears of land revenue. The 
Agriculturists' Loans Act makes similar provisions 
for advancer for other purpGsts, not specified in 
the Laud Improvement Loans Act but connect¬ 
ed with agricultural objects, includii g the re¬ 
lief of distress, the purchase of seed and cat¬ 
tle. Ihe iate of mt rest on G vernmeut ad¬ 
vances is 6^ per cent. ^ one anna in the rupee ) or 
less, as compared with 12 to 24 per cent, or more 
exacted by the village money lender ; but advances 
are made only for specific purposes, they entail 

14 
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more formalities than the village loan, and the re¬ 
payment is enforced with greater rigidity, so that in 
the past Government loans, though large in the ag¬ 
gregate, have not had any great influence on the 
agricultural credit of the country.”* 

This illustration shows how deficient is the sup¬ 
ply of agricultural capital, and what is true of agri¬ 
culture is also true of other indigenous industries, large 
and small, particularly small. The small savings of the 
people will have to be collected in banks scattered 
throughout the country and must be supplemented 
with State money. In France, for instance, the State 
assists agricultural and other associations with capi¬ 
tal in this way. Of course, a soud system will have 
to be devised under which the object in view vi 11 
be attained with saietv to the tax-paver and con¬ 
sistently with the healthv progress of indigenous 
industry and banking. 
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Organization op Production. 
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the organisation uni uork oj Co-opt) ative Credit Societies. 

57. Industrial Evolution. —Economists trace 

the development of the organization of the produc¬ 
tion of wealth through its different stages from the 
self-sufficing form to the factory regime of modern 
times. Production upon a large scale, with the 
assistance of large quantities of capital for an ex¬ 
tensive market, is the characteristic of the present 
day. The use of machinery, the ease with whicn 
capital can be secured, and improvements in the 
means of communication, have produced remarkable 
social and economic effects. The cultivator no 
longer produces for his ^vvn family or his own 
village but supplies, though unconsciously, the most 
distant markets with the produce of his field. The 
artisan is no longer an uutononious worker plying 
his tools at home and the owner of the commodities 
he turns out. The craftsmen, as independent workers, 
have been displaced by machinery and they have 
been reduced to the condition of people working 
for a wage in a factory owned by a large company or 
a wealthy individual. The old local and national 
markets have become extensive and international, 



108 


Indian Economics. 


and a minute division of labour and concentration 
in production, have been the result. 

When life is very simple, a family is self-suffi¬ 
cient, producing every thing it needs except per¬ 
haps a few articles which can he locally obtained. 
The use of machinery is both a cause and an effect 
of a minute division of an industry into different 
operations. Specialization is to be found not only 
in connection with separate crafts but also with 
distinct branches of the same craft. This industrial 
evolution may be marked in the economic history 
of every community and In lia is no exception to 
the general rule. The ‘ capitalist' or * factory ’ 
system has not, however, entiieiv superceded the 
domestic or craft systems e\en m western countries 
and this phenomenon is more remarkable in India 
than elsewhere. “ liven nowadays, although the 
factory is the characteristic mode of industry, 
all the other forms are still to he found. We see 
traces of domestic industry n the peasans’ houses 
where the wife hakes the bread and spins the flt|X 
for the household linen ; and in some of the pro¬ 
vincial towns where j-uu-making, hum-curing and 
washing are done at home and have not yet become 
industries. In all towns a large number of artisans 
may stdl be louud plyrr.g diverse trades aitd working 
for their customers as in the* Middle Ages. And 
there are stdl munuluctories which employ only 
hand labour.' * 

58. Situation in India -.“The arts and 
manufactures of Indi t arc more easily separable 
into sections, corresponding with hand labour 
and steam power, than are those of most court* 


* Gicle—l‘oiitic»i F.couomy 
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jtries; for handicrafts, in spite of the mechanical 
developments of the past century, are still very 
importer f to the Indian people. The carpenter, 
the potter, the blacksmith, the stonemason, 
the weaver, the dyer, the tailor, the shoemaker 
and the sweetmeat-maker are recognized mem¬ 
bers of most village communi?ies. The higher 
crafts—those of artistic workers in wood, clay, 
stone, metals, and textile^- are carried on in special 
localities and in direc* -elation® ip to physical and 
administrative conditions. Wtui. for instance, 
hand labour industries are practised on a large scale 
they tend to become centralized in important towns. 
Steam-power manufac* ures arc not in any way 
indigenous industries, but have been originated, 
and are controlled, by the supply of raw material 
and luel, ny the facilitie' of transport and by the 
degree of association with European enterprise.’’* 
Almost all the old, Ui'IuSlU£5-are. 

small and are carried on n the homes of the auto¬ 
nomous workers The spinner, the weaver, the 
potter, the oil-p.c set, the shoe maker arc all 
workers of this type. They own the simple tools 
of their trades, but lui’.e wrv efun to depend upon 
the neighbouring money-lender for the supply' of 
capital in the foim of law matena’s and food &c. 
Very rarely the a aft suit u may combine and carry 
on the business on the partnership pi maple. Part¬ 
nership has been well-known in India from very 
old times and is generally practised in trades which 
cannot be well managed by a single worker, though 
assisted by the members of his family. Autonomous 
producers work in their own homes and turn out 
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goods which command ready sale in the local or 
neighbouring market. They will also work to the 
order of local customers, but this demand is not 
sufficient and their goods are generally purchased 
by the merchants in the locality, who send them to 
different markets. 


Crafts' icn working in their own homes may not 
often be autonomous j/io inceis. The merchant, who 
is alto ihe u.ouc) ieiuitf of the village or town, gives 
out pieces of « nk to <• v.une in the htiraes of the 
craftsmen. Hi st.*, ]■’. e.- the mw nuitcrial but rarely 
the toois, uml take saw.* v thethnshtdproduct,paying 
the worker oidy .1 j>i,u i w. t ge . i he worker is thereby 
relieved of all res} 01 ,.'bi,it\ and escapes the trouhi. 
involved in litutii g c.p.tm und disposing of the 
finished product. Lku in i», ji the same tune, re¬ 
duced to the position cl oiuuge, and the sense of 
ownership ,,ud met t noetic c is entirely absent, 
i lie eupituks :i:rt up. a factory iu his own 
house and r. tp..ie the ci enru! te work tin re. Hr 
snpplit-.- the too ^ ai <t the iaw uiuUrini and the 
workers me nan i fu y sliatc neithei 

the rt sp. t.ssbi’.uv noi the pu'hts ol the trade. 

An employe 1 a; ^ turns nut there is a good and 
sic.sd], t lcm.it,d to: n <e:t,.ra kind of commodities 
m a loc-.l;t\, w kmg,m,t an industry in this way 
j 1 ' ~ l n. <>i aitit.ii.s inuv be attracted to such ail 
Jjniusf nu centre h) tempting prospects. Rajas and 
liorncihen u.u.’ toirmtecr dtsmen to their towns and 
T u-v ‘ them special idolums to settle and ply their 
yfraths. Ihe immolation ui artisans led to the 


pi ( . .'per.t, oi the town us well us their own, and the 
localization of cejtaiu industries m the cities of 
old, in the times of Mai crutdaii and .unratha rule, 
may be traced to this cause. The silk and embroi- 
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dery industry of Poona was entirely due to the 
encouragement given to the foreign settlers from 
Burhanpn, Paithan and other towns to come and live 
under the Peishwa's protection on house sites which 
were granted free to them. Individual merchants 
were encouraged m large towns to open shops with 
the help of Government advance-.' * 

The handlooni wearing industry in India is a 
typical one, and Ire problem before the country in 
recent times bus been how to unable it to stand the 
competition of power-loon s. It is believed that 
the production oi cloth in the Indian ijulla -has.joot 
yet been able lo overtake tne quantity turned oui by 
hand-looms amt tlvvt if tne weavers arc supplied with 
improved appliances a no carna’. ;-.nd if the" industry 
is bctte< organized, it h,.s y«J u good future before it. 
Attempts have been made to devise a suitable 
improved loom l^at m.*y be used bv the weavers 
with greater advantage, and weaving classes and 
factories have also been tried. It is, however, diffi¬ 
cult to say whether these endeavours have met with 
any appreciable .success. 

59. Large scale Production.-Concentra- 

tion of capital and production of weulth with the help 
of machinery, render large economies possible and 
arc calculated to yield high returns. A uumuei of 
producers may thus combine together and the 
advantages of this kind of co-operaf.cn are obvious. 
Though co-operative production prev ails to a certain 
exteutin various countries.owing to peculiar causes, 
it has not made any notable progress. In India we 
have numerous associations of credit but there are 
extremely few societies for production, and in agri- 
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culture where the co-operative movement is spreading 
satisfactorily, this form of association h ud a little 
favour. The development of the factory system m 
tins'country has been synchronous with the growing 
application of the joint stock principle to industry. 

Under the factory system, which is the predomi¬ 
nant characteristic of modern times, ‘the capitalist em¬ 
ployer not only provides the raw material and disposes 
of the finished product, but also controls the interme¬ 
diate process. I he machinery is so costly as to be 
beyond the reach of the workman; and since the 
machines are the properly of the employer the 
building in which production is curried on, must also 
belong to him and is calico the factory. The labourer 
is not his own muster, as in the handle.aft syster ; 
he no longer o wns the tools aud the workshop .is m 
the domestic system : all taut he does is to provide 
the human labour force which is applied through 
machines and in workplaces owned by the capitalist 
employer. The stupendous increase of production 
which is thus rendered possible reacts upon the 
labourer both as producer and as consumer. 
Population increases enormously, and there is a 
continual drift from the country to the city. 
Industrial society receives its modern shape, arid the 
social income rs divided into the rent of the land¬ 
owner, the wages of the ) ibourer, the interest of the 
capitalist and the profits or the entrepreneur."* 
f he joint stock 4 uiadpie of association presents 
certain advantages: under it large enterprises re¬ 
quiring large quantities of capital can be easily 
undertaken and persons o£ small means find in it 
a safe method of investment on account oC the 
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liability for losses being restricted to the value 
if the shares held. “The company form makes 
possible the raising of capital for the very biggest 
enterprise. It enables the holder of small savings, 
who does not wish to use them in business himself, 
and who is not in close enough touch with business 
to entrust them to any private firm, to invest his 
savings remuneratively. It i s eq ually us eful to t h e 
holder o f big savings, since it enables dis* 

t r i bute hrs c apital au<ofj>^raany enterprises (ana 
countries), and so avoid the^risk^of carrying all his 
eggs m one basket. Since shares in joinT’sfdTdtr 
companies are usually saleable the investor can 
realize his property in a business without breaking 
|he firm up; if he were i partner m a private firm 
and wished to withdraw his capital, either he must 
find some other capitalist to take his place in the 
business by buying his share, or be must risk 
bieaking up the firm, since it might be unable to 
continue without his capital, fhe joint stock com¬ 
pany provides another opening for men with or¬ 
ganizing ability but with no capital.” f 

60. Joint stock Principle. —It is these ad¬ 
vantages which have led to the rapid development 
of companies formed on the joint stock principle in 
western countries and that example is being follow¬ 
ed in India. Most of tne European industrial 
and commercial enterprises in this country are joint 
stock concern*!. Railways, mills, factories, mines, 
tea gardens, banks, commercial firms and other 
concerns are joint stock companies. And almost 
all industries started by Indians take this shape. 
The total number of companies limited by shares 
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which have been incorporated in India upto 1914-15 
under the laws relating to the registration of com¬ 
panies, amounts to 6,999. Of these, 2,545 companies 
were working at the end of 1914-15, most of the 
remainder having been either wound up, or other¬ 
wise discontinued or never having commenced 
business, so that about 64 per cent, of the com¬ 
panies registered have ceased working. Some com¬ 
panies have also been taken off the Indian register 
to be leconstructed as companies under the English 
law with their head offices in London. All the com¬ 
panies registered m India have a rupee capital witli 
the exception of the Hongkong Shanghai Banking 
Corporation which v. in registered in Calcutta in 
1869 with a capital in Hongkong dollars of wl ch 
the rupee equivalent is stated. The number of 
companies at work and tire capital invested in them 
stood as follows at the end of each of the last three 
years:— 

1912-13. 1913-14. 1914-16. 

Number of compame* 2.552 2,744 2,545 

Authorised capital Rs. (1,00*) 1.73,h7.59 2,33,33,91 2,30,19,47 
Paid-up capital lie. (1,00.1; 72,10,14 7G,5C,1S 80,79,22 

The number of companies registered in Bengal 
is over a third of the entire number registered 
throughout Indra, but the average paid-up capital 
per company is highest in Bombay, and in .this res¬ 
pect Burma occupies the second place, while Bengal 
the third, the figures for the average being res¬ 
pectively Rs. 5,35,000, Rs. 5,07,0 0 and Rs. 3,17,000. 
About three-eighths (Rs. 30,86,45,000) of the aggre¬ 
gate paid-up capital is invested in mills and presses, 
chiefly for working and pressing cotton, jute, wool 
and silk. A great number of mills and presses are f 
registered in Bombay, that presidency representing 
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50 per cent, of this sum, most o£ it being invested 
in cotton mills and presses. Further information 
;©n this point may be obtained from the following 
statement showing the distribution of the aggregate 
capital in the principal classes of joint stock enter¬ 
prise at the end of 1914-15. 


1 

Class of Companies. 

Num¬ 

ber. 

Paid-up 

Capital. 

Banking and loan 

475 

Rs. (1,000) 
7,96,75 

Insurance 

1 183 

50.84 

Navigation . 

24 

1,28,78 

Railways and tramways 

; 46 

8,36,47 

Other trading companies 

i 767 

11,42,29 

Cotton mills . 


16.70,88 

*fute mills . 

I 34 

7,61,10 

Mills for wool, silk. &c. 

14 

1,32.42 

Cotton and jute screws and presses 

• 139 

2,70,21 

Bice mills 

28 

! 81,08 

Flour mills . 

, 30 

I 80,58 

Other mills and presses 

45 

90,17 

Tea planting 

' 20S 

i 4,31,90 

Other planting companies 

30 

I 42,41 

Coal mining ... 

140 

! 6,09.49 

Gold mining ... 

8 

33,32 

Other mining and quarrying 

59 ! 

5.85,45 

Band and building 

34 I 

2.17,76 

“Sugar manufacture . . , i 

22 j 

80,75 

Other companies 

54 i 

34,57 

Total ...■ 

2,545 1 

i 

80,79.22 


61. Industrial Enterprise.— The recent ten. 
dencv in India, it will have been noticed, is for the 
cottage and small industries to be replaced by large 
concerns carried on mostly on the joint stock prin¬ 
ciple and with large quantities of capital. But the 
bulk of the concerns owe their origin and success to 
European enterprise and managing capacity. "The 
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jgreat majority of the larger concerns are financed 
?by European capital, and in such cases the manage¬ 
ment or direction is generally European, and the 
Indians shown under this head are engaged for the 
most part on supervision and clerical work. ... In 
Assam, where 549 tea gardens are owned by Euro¬ 
peans and 60 by Indians, there are 536 European 
and 73 Indian managers. In the coffee plantations 
of Madras and Mysore the same principle is ap¬ 
parent. Ihe jute mills of Bengal are ,$p«EUialJblJL. 
EuropwtxapilAl and' the managers are all Euro¬ 
peans; wifite in. .Bombay where Indians'own. 110. ajf ^ 
the cotton spinning and weaving mills and share 25 
vgith Europeans and the latter own exclusively >nly 
12, all but 43 of the managers arc Indians. Some¬ 
times the proportion of Europeans employed in 
supervision &c. varies with the character ot the 
work. In the gold mines, where the planning and 
control of the deep underground workings require 
a high degree of skill, Europeans outnumber Indians 
in the ratio of nearly 4 to 1, whereas i" the collieries 
Indians are twelve times as numerous as Euro¬ 
peans."" There is need in India not only of skilled 
partisans, trained mechanics and capable foreman, 
hut of enterprising organizers and managers. They 
will often rise and must be given opportunities to 
rise from the lower ranks, but genei&l education and 
special training designed to turn out such persons, 
will also he necessary. 

62. Organizing Capacity— < The son of a 

man already established in business starts with so 
many advantages that we might expect business meu 
even to constitute a sort of caste, dividing out among 


* CeniBt SUpor'. 



Organizing Capacity. 


11? 


their sons the chief posts of command, and founding 
hereditary dynasties, which ruled certain branches 
of trade for many generations together. But it is 
not so. f In western countries where modern in¬ 
dustrialism has an undisputed sway, accumulation of 
wealth in a few hands has given rise to a class 
division often as rigid as that of the Indian caste. 
The working and other classes rarely get oppor 
Lunities to rise m the economic and social scale and 
capital, though it is becoming democratised, is still 
the exclusive possession of the lew, because to be 
employed in industry, it requires certain facilities 
which are not easily available. 

In India trades and industries have thus become 
almost hereditary m families and are distributed 
among castes and communities. The Parsees, the 
Marwaris, the Banins and the Khojas, who occupy a 
prominent positionm the industrial and commercial 
life of Bombay, illustrate the Uutli of this remark. 
The majority of mill-owners, it is said do not prefer 
to send their sons or relatives to technical colleges 

O 

as they do not like to work with ordinary labourers 
and it is the general impression that neaily all the 
students in the technical colleges are the sons of 
people of very moderate means and th it very few of 
them, if any, appear to belong to families of wealthy 
manufacturers, whose sons should be training them¬ 
ic Ives to be officeis in the industrial army. “How 
ire our Indian capitalists educating iheir boys? 
Wealth is a stewardship, and the accumulation of 
great fortunes in individual hands can only be ex¬ 
cused on ‘.lie ground of important services rendered 
to the country by those holding them."* 

f MmhftU i Economic* o t Industry 
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What happens in the case of the son# of a 
wealthy business man is that "at all events if they 
were born after he became rich, and in any case 
his grand children, are perhaps left a good deal to 
the care of domestic servants who are not of the 
same strong fibre as the parents by whose influence 
he was educated. A.nd while his highest ambition 
was probably success in business, they are likely to 
be at least equally anxious for social distinction''.t 
Business capacity and enterprise are not hereditary, 
and the system of caste cannot ensure the transmis¬ 
sion of these qualities. Economic pressure is, how¬ 
ever, bound to loosen the fetters of caste which 
impede progress, and classes and castes are alrc dy 
showing a noteworthy adaptability of which they 
were supposed to be incap tble. 

While, thereiore, the extended provision of 
technical education for the creation of a class of 
trained operatives is neces-arv, and it is recognised 
that it is by dint of character and cf p< rseverance that 
men must and do rise to higher rungs of the indus¬ 
trial ladder, it is believed that the ' most important 
factors in the increased production of national 
wealth would, in the case of India at least at present, 
be the leaders, managers, directors and supervisor# 
of industries. It is the skill, capacity, and training 
of generals and captains which determine vicitorie# 
more than the bravery and steadiness of tb© rank 
and hie of the army.’ In America and other coun¬ 
tries highly educated University men enter business 
and aTe found to turn out eminently successful. 
Under a suitable system of education there is no 
reason why it should not be so in this country also. 


t Mkrthall 
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63. Small Industries.—The displacement 
of the cottage industries and of autonomous work¬ 
men by factories and machinery, is going on apace 
in India, and the prospect of the patent evils of in¬ 
dustrialism coming in the wake of this modern deve¬ 
lopment of large concerns, has caused and rightly 
■ caused no small anxiety to certain people, fhe tenden¬ 
cy to large scale production seems to be inevitable ; 
foreign competition and growi' g needs of the people 
seem to require it. Liui the decadence of the old 
arts and handicra'ts, the vitiation of public taste 
which imports of machine-made cheap goods have 
caused, the degradation of the vv jrkmeit to the pc%i- 
:Jjon of tyagt. earners, md the migration of the rural 
population to overcrowded and unhedtby cities, 
are evils associated with the factory system, and the 
question has been asked, ‘ Is Europe going to make 
Asia an East end ' 

Advantages of the concentructlon of capital and 
, labour and of the use of labour saving machinery,are 
undeniable and India cannot refuse to avail herself 
?.®f them. Apart from the fact that evils of industria¬ 
lism may be counteracted by tiniely measures and 
precautions, the people of this country cannot help 
"trying to produce wealth with the least possible cost 
on the lines of progressive nations.” But the day 
fqr the small industry is not entirely'gaae. ,On the 
contrary, certain peculiar conditions of modem 
times themselves are favourable to their continu¬ 
ance and growth. Popular t iste requires certain 
hand-made goods, and thus varieties of dhoties and 
saries made by the handloom weavers have not been 
displaced by the products of factories. Proximity 
of the market and of the customer also gives the cot¬ 
tage industry an advantage over the factory, and the 
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former is now-a-days in a position to benefit by 
mechanical and other improvements which are be* 
ing made every day. The artisan in the west can- 
now work in his own home with the help of cheap 
motive power and machine tools. "The carpenter, 
if he is furnished with a very cheap motive power 
which is necessary to set his circular saws or other 
machine tools in motion, will he able to work in his 
house as well a great manufacturer. In this way 
he will be able to utilise his small group of machines 
in a variety of ways, uutil he will begin to acquire 
a perfect command, over his work which he could not 
have been able to attain, if ire hud been a workman 
in a great factory. In spite of the advantages on 
the side of the big manufacturers, the small manu¬ 
facturer will lie in a position to compete with them. 
He will find an energetic support in the collabora¬ 
tion of the members of his f <mi!y and in the moral 
^lenient which will be the consequence of the work 
ill his proper home. He will form a number ofassis- 
tants and apprentices, or in fine, a complete indus¬ 
trial organization quite analogous to that of the 
ancient professions but dilfei ing from it only in the 
introduction of the machine. The improvements of 
applied science can now supply him with the motive 
power! at a very small cost. The modem develop¬ 
ments,'of the use of electricity might now transmit 
motive power cheaply to the cottage of a small pro¬ 
ducer.’** 

M- Lines of Evolution,— Cooperation in ■ 

purchase, production and sale will enable the arti san a 
to overcome difficulties presented by lack of capital 
and encroachments of large scale industry. The 
_1_ 
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preservation of the ancient handicrafts of India is an 
urgent problem in which are involved the interests 
not only of the millions whose subsistence de¬ 
pends upon them and who cannot be left to the ten¬ 
der mercies of the forces of foreign competition and 
modern industrialism, but also of Indian culture, 
indigenous arts and the social and economic well¬ 
being of the masses of people. What is wanted is 
capital, organization, eduration and improved tools- 
“Do not let us compete”, the exhortation is addressed 
to ns, ‘'with Western nations by evolving for our¬ 
selves a factory system and a capitalist ownership 
■ f the means of production corresponding to theirs. 
Do not let us toil through all the wearisome stages 
of the industrial revolution— destruction of the 
gilds, elimination of small workshops, the factory 
system, lalsscz furc, physical degradation, hideous¬ 
ness, trusts, the unemployed and unemployable and 
what may be to follow.’ * Mr. Coomnraswami even 
asks if the‘true hope for Indian iudustrv does not 
Jie in some development of the caste system it- 
«elf in the village and home industries of the past 
Hided by such improvements as are needed e. g. the 
ly shuttle or the distribution of electric power.' 
f *- fc5. Caste.— lhc caste organization plays a 
hrery important part in the social life of the people. 
The Panchayat of each caste controls the dealings 
of members with one another in certain matters and 
discusses and decides various social and domestic 
questions and inflicts punishments upon offenders- 
Rules of the caste with regard to personal conduct 
are made binding upon individual members, and pe¬ 
nalties are laid down for breaches of regulations. 
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The panchayats sometimes also seek to regulate the 
industrial methods pertaining to the occupations of 
the castes, and offences against the community tend¬ 
ing to lower its corporate character are duly consi¬ 
dered. "The Sunarsof Hushangahad have a gild pan- 
chayat on the night before the Dashara, when they 
hold a feast, and arc said to take an oath that none 
of them on pain of outcasting will disclose the 
amount of the alloy, which a fellow craftsman has 
mixed with the precious metals. The Koshtis of 
Chanda in 1907 proscribed a certain cloth and yarn 
seller of the city who had offended some of their 
number and resolved to outcaste any Koshli who 
dealt with him.” 

In his work, ‘ the Indian Empire Sir W. W. 
Hunter has giwn a brief but intercscsting des¬ 
cription of caste and pointed out clearly its 
economic and religious, functions. He says :— 
‘■There is, therefore, a plasticity as well a* rigidity iu caste. 
Its plasticity has enabled ca-to to adapt itself to widely 
8*pirated stages of socul progress, arid to incorporate 
the various ethni.al elements win, h make the Indian 
people. Its rigidity has given strength and permanence to 
the corporate body thus forme 1. Hinduism is internally 
loosely coherent but it has great powers of resistance to 
external pressure Kadi casta is to some extent a trade 
guild, a mutual assurance society and a religions sect. As 
a trade union, it insists on the proper training of the youth 
of its iua/t. regulates the wages of its members, deals with 
trade delinquents, supplies courts of arbitration, and 
promotes good fellowship by social gatherings. The 
fabrics of mediaeval India, and the chief local industries 
of our own day, were developed under the supervision 
of caste or trade guilds of this sort. Such guilds 
may still be found in many part* of India bat 
not always with the tame complete development/ 
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flie same causes that wrought the disorganization and 
fecay of the craft guilds in England are in opera¬ 
tion in India to-day, and a readjustment of economic 
and social forces is steadily but surely going on. 
But trade unions and other organizations have not yet 
taken the place of the old institutions, and things are 
in a flux. Manufacturers and merchants have their 
organizations designed to safeguard and promote 
their common interests, but artisans and workmen 
are disorganized and helpless where the hold of the 
caste has loosened, as it is loosening on every hand. 

India appears to have had village panchayats as 
distinguished from caste panchayats, and correspond¬ 
ing to the merchant gilds of medieval Europe. We 
find a description of such a pan shad in ManuSanhita. 
The function of these bodies consisted in deciding 
on all social, religious economic and administrative 
questions affecting the village as a whole. Most 
of these organizations have now disappeared and we 
have survivals of some of them in certain parts of 
,the country. But the vitality of the caste pancha- 
#»ts is greater and the less advanced a community the 
floser is the hold of that authority on its mem- 
^jfcers. There is but a slight analogy between the 
I-'Indian caste and the English craft gild.* In the for- 
' *gaer. so qun jmuT relig ious functions predominate 
and in the latter it is "the regulation' of industry 
ghich .dBiacteris^^icanization. a 

66. Gilds:— -Tee English craft gild was ex- 
tremety exclusive and exercised a very rigorous con. 
trol over membership, apprenticeship pnd .. 
general practise of its particular craft. But it ii 
noftO be supposed lhatIt Bad~no religious and so 
cial side of its own, and herein we trace a similarity 


* Sir Herbert Rieleyr The People of Indie, pegs a$8. 
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between it and the Indian caste, though the English 
gild never made its occupation hereditary. That a 
person must be bom in a caste to be entitled to be 
its member, is a peculiarity of the Indian caste. And 
even in India we sec instances of absorption of 
castes and the creation of new ones or of subcastes. 
With regard to the English gilds, a writer renurks:- 
“The religious side of the gilds has not so far come 
into much prominence, but most of them had this 
side to their activities, and indeed with some, religi¬ 
ous and social duties had formed the nucleus round 
which the other powers had gatherd. Pageants and 
processions on certain saints’ days and formal atten¬ 
dance at worship, were part of most medieval ast >- 
ciations, and more common still were alms and cha¬ 
rities and prayers and masses for the souls of dead 
brethren.” * 

The idea of the inherent superiority and inferi- 
oity of certain classes and of the inheritable charac¬ 
ter of the qualities and functions of these classes did 
not get root in the European soil while in India the 
distinction of Vamas based upon qualities and 
actions alone, faded from the popular mind, and so¬ 
cial divisions steadily multiplied as they became 
more and more rigid. Some castes do correspond to 
crafts, but in the case of several there is no such 
identity. “The same caste may embrace several 
crafts, and as a rule, Mahammadans and Hindus 
engage in the same trade, each working for bis own 
community. Some times they take recognizable 
sections of a craft and work separately. At other 
tinies they may be found in the same workshop; and 
Hindus now often employ Mahammadan craftsmen * 
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whereas formerly the Hindus were the labourers 
and the Muhammadans the employers."* Thus 
weavers are found among different castes and creeds 
and in the Punjab,' in the eastern districts the Jula- 
has constitute a real caste, but further westwards 
distinctions of race tend to disappear. Khokhars and 
Pathans, Mirasis and Rajputs, and even needy Say- 
yads are found flying the weaver’s shuttle for their 
livelihood in Jhanganu .Multan.' 5 

Changing popular tastes, competition of foreign 
and indigenous machine-made '.roods and the increas¬ 
ing use of improved tools, have disorganized and will 
tend more and more to dissolve this industrial orga¬ 
nization based upon the principle of caste. Before 
the advent of machinery and the spread of general 
and technical education as also the changes which 
rapidly took place as a consequence, in social usages 
and ideas, had obliterated the distinctions among the 
different classes of work and of workers, even in a 
country like Engl .nd. or Mill observes, the barrier- 
jffhich separated one industry from another were 
jipmost insuperable. “ So complete, indeed, has hi¬ 
therto been the separation, so strongly marked the 
f|ine of demarcation, between the different grades of 
labourers, as to be almost equivalent to an heredi¬ 
tary distinction of caste ; each employment being 
chiefly recruited from the children of those already 
employed in it or in employments of the same rank 
with it in social estimation, or from the children of 
persons who, if originally of u lower rank, have suc¬ 
ceeded in raising themselves by their exertions.’'! 
A similar process is clearly visible in India and 

* Imperial Gazetteer of India, VoL Ilf. 
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enterprising men are rising to a higher status in 
economic organization independently of ali social 
distinctions. Not only will Brahmins become ‘ 
mechanics, foremen, contractors and engineers, ? 
but people of the lower classes also are being enabl* ■ 
ed to organize industries and command labour and 
thus to override the limitations set by caste. 

67. Farming. —The organization of produc- 
tion in India has to be studied in different aspects 
which simultaneously present themselves to the 
view and range between a poor peasant’s simple 
cultivation of a patch of land or tire oecssional land 
tillage combined with other primitive occupatio's 
of the backward races that inhabit the jungles, on the 
one side, and on the other, the manufacture of the 
finest articles in a factory of the most modem 
type by uptodate methods. Except in the case 
of a few big land holdings, agriculture is fa*- 
for the most part in the hands of small men. Farm¬ 
ing on a large scale is quite exceptional in India. 
“In the rayatwari areas of Madras, for example, 
the average size of a holding does not exceed eight 
cultivated acres, while in the more thickly populat¬ 
ed areas of Bihar, under the Zaniindari system, the 
tenant's holding averages, less than half an acre.” 
Mr.Mackenna observes :—“In England the farmer 
is generally a person of some education and sub¬ 
stance, farming large acres and capable of applying 
the results of his reading. The great mass of the 
agriculturists of India are small holders and the 
standard of education among them is, as a rule, low. 
x ^here ar 6 no agricultural papers to bring to their 
notice new manures or new machinery; in mo<^ 
cases they would not have the money to purchase 
them, noT the experience and knowledge to make 
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much use of them when they had got them. I am 
well aware that in ever 5 T province in India there are 
not a few highly educated and intelligent landlords 
and farmers; but as a rule the cultivator of India is 
a small ho lder. This, obviously, complicates the 
problem. Finally, the idea of seedsmen as we know 
them in England, with oat Suttons and Carters, is 
practically unknown. Till a few years ago, the 
village Bania added this to his various lines of acti¬ 
vity."* 

A few intelligent and enterprising landlords 
are indeed organizing their fanning along more 
systematic and scientific lines; and sugarcane 
cultivation and fruit gardening, for instance, have 
proved more remunerative. Agricultural associa¬ 
tions and co-operative societies may be expected to 
do some thing for the small cultivator by teaching, 
and helping him in other ways to make his farming 
more remunerative, lie may borrow capital or 
purchase seed from His society and carry out 
. improvements suggested to him by demonstra¬ 
tions given by the officers of the Agricultural De¬ 
partment. 

bS. Fragmentation of Land.— But the 

greatest difficulty in the way of improvement is 
that the bulk of the agricultural holdings are not 
economic holdings. Mr. Keatinge defines an eco¬ 
nomic holding as one “whichallows a man a chance 
of producing sufficient to support himself and his 
family in reasonable comfort after paying his neces¬ 
sary expenses. In the Deccan an ideal economic 
holding would consist of (say) forty or fifty acres of 
fair land in one block with at least one good irri¬ 
gation well, and a house situated on the holding. 

* P»prr ie»UbeIoi« Royal Society ot Arts. 
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The desirable area would vary greatly in different 
parts according to circumstances."* The average 
holding is extremely small, often split up into seve¬ 
ral plots situated at a distance from each other and 
consequently it is absolutely uneconomic. The 
cultivator with such a holding cannot be expected 
to develop or improve his property and must live in 
depressing circumstances. 

In moving a resolution in the Bombay Legisla¬ 
tive Council, recommending the adoption of measures 
to prevent the extreme subdivision of land which 
is going on apa.'c, the Ilon'ble Dewan Bahadur 
Godbole described several cases of lands wheie 
partition had become absurdly minute. In th 
Kanara district, there is a compact piece of land 
measuring 52 acres and l guuta in extent. “This 
land is divided at present into 40 separate survey 
numbers 14 of which are less than one acre in 
extent. The survey numbers are subdivided further 
and the whole of the 50 acres and 1 guuta arc at 
present held by 1 occupants. Three of these 
holdings are of 1 gunta each. 1 might tel! the 
Council that the Council chamber in which we have 
met to-day measures U guntas. This will give the 
Hon'ble Members some idea of what a holding of 
one gunta means." 

The inquiry made by Dr. H. H. Mann into the 
condition of a typical dry village in the Deccan, 
brings out the same fact into prominence. Under 
such circumstances, remunerative farming is an 
impossibility, and the cultivators have to supple¬ 
ment their income by doing other kind of work, or 
to migrate to towns. Laws have been made in 
certain countries rendering possible the creation of 
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impartible holdings of a particular size. In cre ase 
of population and growing dependence on the aari- 
cultural industr^jire: ^sjaufiL. the 

°YiDPjyii..^ 

a nd Ma homedanjaw^gf in&y;itAu$;e %nd the, .stWSg 
attachment of the people to. their ^ceatxaLhaldifligs. 
Spread of education, change of public feejing,.JLa4 
ajsui table modifir;itin n of t1m a ^fipg laws of jn- 
hentance, ar e poin tedjjut as r..-mAtlia«- But they 
are not likely to be eifie;.<\ous unless new 
industrial avenues are opened to the people and 
they find congenial" work iu other fields. For an 
enterprising man to take to fuirnmg, .1 sufficiently 
large plot of land provided vut’i watei facilities 
and a decent amount of capita 1 ., wdl be needed. 
And fortined with the^e, the ic .s no lobsun why a 
few of our young men, p.ivcuLil' igricultural 
graduates, should not necome si'cccasiul farmers,/ 
Small industries will be similarly i uimnerative 
if the workers have iae neAus»a;v training, can com¬ 
mand capital and can keep them.n Nss in touch with 
1iiclate.it irupiovcmi sas m ;i<>, u ,so.,. luuug men 
who retei'e thoi training , mend, find n dilficult to 
enlist (ho support of capitalists .aid cannot straight 
off start new industries, i ,u.\ do not aiso possess 
business capacity though t.uw ...nv have expert 
knowledge (which may not suit uafi^u conditions’i. 
Capitalists caie more for hit dhidemL and high rates 
of interest and are uuwilimg to risk their money 
on new ventures. But this happy association 
of enterprise and training with capital, will bo 
more in evideuce as years pas.- by. In the mean¬ 
while, experienced business men ir> com ma nd of 
capital, are found to be able to float new industrial 
concerns. The experience gained in the existing 
u , , 
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factories will prove useful in the work of starting 
new ones. But this organisation must be proceed¬ 
ed by experimentation and research work. The 
possibilities of the raw materials to be fouud in 
abundance iu the country, must fhst be proved, and 
a new industrial scheme must be an undisputed 
business propo :iua. The Mate wiii have much to 
do to create congenial surroundings and give direct 
and indirect ussUuuiCv to industri.d development. 

69. The future.—Wi. cannot close tbn* chap¬ 
ter without uti ruling t > :\x <]u jt.ou which is raised 
by the oft-repeuted -Vatt-rucr: *lut India is mid 
must long continue 1 1 bt. a comma tit which agri- 
culture will , o the vu<,z .iimni mj.slrv. it this 


statement -impiy me.»n- turn rnur .s latimtr scope 
for the i.up,Gvement of un. airricu tuial industry >n 
this country ami it wi.i he nunv rears before it 
will have established m :t ... iindai '.ur>‘s os the mag¬ 
nitude at those oi iciighatui, tor in.;?,vt.ec, there is no¬ 
thing in the observation io whicn exception may 
be reasonably taken. But whit i■ resented a* 


unwarranted, is tn c insinuation that India must be sa¬ 
tisfied with agriculture because her sons are incap¬ 
able of starting umi aiming, ng large manufactures. 
Agriculture is a noble industry and remunerative 
too, and every nation i» trying to remove and en¬ 
courage it. But to reduce India to the condition of 

a nation of poor cultivators, would oe to retard the 

progress ot the puopie m ail Erections and to per¬ 
petuate us poverty. * 

- 3 * Ims ^ kc „ 10 „ suppose that India da* ever 
oceu aii agricultural -oim'-rv ' 'i,' V * , 

combmation of agriculture md manuf act^^Sl ^ 
? - country and the U»wit£ <itpiyi ug to a 
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question before a select committee of the House of 
Commons, Mr, Montgomery Martin observed:— 
" *M-Indian; 

t £LiJ5&tAM-®V0h a manufacturing swats*. as 
anagriculia&aJL;.a nd he w ho w ould seek to redu ce 
h«.c. to. th^pasiUod’o! an agriculture 
to lower her in the scale of civilization. I do not 
suppose that India ;s to become the agricultural, 
farm oTE nglan d , she u u uanufactui .n*r country, 1 
hcr manuf actures of various ist- 

ed"Tor”ages, and have never Wy. Tuic,. 

fSSDM hifwOai *'»u ...play Jaw- 

be en gi ven tgjtfav m ! sw P; nsw of her Dacca 
rausfins and her Cashmcer -.hn^K but of various 


articles whu i. the h,-, .. n,i ;;i el a „ maimer 
superior t , anv part -I : u> ,\mi ! , > d iw: her 
now to an agiVi.lt ar.tl taint! ' w uld He an injus-< 
tice to India,"* 


What is tnc' J -re wa! !c i tar :i. in-tri.il re¬ 


surrection at Ind a. Dvrn.s.. ,d a f the country 
has i»on, t *,i ’> , t.-r tin industrial 

acbievrmcii ■■ ui' * ic ,»cu tin..: t.V ,t md their 
natural and acsjv’o , , 1 ha-.be m lorgottjpn. 

The ind n»trini n.u J c u ideal gh.rv of India 
’appears to have passed > . • t\'u and mi account 


*of thr old indigenous ,uid art-., will read 

llike & fairy talc. Prof Ra i^uKU :.ud V. .„ --rjee ha; 
jwritten an udruirablc work iu* the lister} u t India! 
shipping, and theieui he .m ».» ■> V at great prog res’ 
, had been made by Indian pcopie in that industry. 
He quotes a French writer thus:—*• hi ancient timei 
the Indiaus excelled m tnc art of cohstructini 

««* vv. ..— ^* 

*J£$!£j53^ 


* {^nu/md its * f IinU* iti ib* Vttto,i,u Ap" t-v -Mr S. C, Dm 
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f Still offer models t<? Europ e—so much so that tha 
English, attentive to every thing which relates to 
naval architecture, have borrowed from the Hindu* 
many improvements which they have adapted with 

success to their own shipping..The Indian 

vessels unite elegance and utility, and arc models oC 
patience ami fine workmanship.''^ This example 
will illustrate the inherent industrial capacity of 
Indian people and will point to tin latent possibi¬ 
lities of the counttv With systematic organization 
and patient encouragement, a vanetv of industries 
will rise m huh s, makniu hi f cople progressive 
and prosperous. 

70. Summary h ,-,e rttened above to 
the different methods cl mdu'-tml organization 
whuh prevail in Indi i as m other countries, and 
drawn attention to the requirements of the econo¬ 
mic situation as it is affected by the existing 
onrani/aticn of production It is not desirable to 
attain up ft rn. l\ cf sjstein m tin's nutter. The 


object to ’ e it’mtd at :< eff limey of production 
vuthoufSctr'i. cut to dire huinan factor. \Vhether 
it is agriculture or hat di'crufts or mmufacture jo 
hig r TacicrPr’, the work h *s to be so design ed and 
conducted tliat the highest remits will be obtained. 

No one should pin Ins faitVfo “l arg e' sSale pro- 
duction a’one. a* in large tracts of the industrial 
field in India it is irapractiiable. Extensive sugar 
factones'cn the central system, for instance, are 


possible in J;r a and Mauritius, but jn a densely 
populated cour try like India, intensive cultnatj g n 
J2° r ; ’ t PJSCtjcable .and desitaMfi* tfiNgh 
‘ se ad \ antage by co-opera- 

* RadhaVumu.i Mukerjee A tin fry of I„d,ar. t*4 
Maritime Attnitv 
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tion. A general spread of education and an easy 
supply of capital will go a long way in making 
production more efficient in farming as well as in 
the domestic industries. 

Industries carried on a large scale enjoy 
numerous advantages of internal and external eco¬ 
nomies, and the present tendency is in the direc¬ 
tion of production on a large scale. Undertakers, 
who have sufficient cnterpiise, must receive the 
co-operation of experts and capits'ists, and must he 
enabled to start now concerns for w hit *. there I” 
immense scope in thi . country, hoi tins purpost 
educated young men must be equipped with suth 
uent scientific knowledge and practical training, 
and a large c'< *ss <r men must arise who will be 
capable of mkiug upon themselves the responsibili¬ 
ties of business management 

There is at the present moment much mis¬ 
directed effort rm 1 waste of energy, and the forces 
of scientific knowledge are not being brought to 
bear on our indigenous industries and commerce. 
More of our people must take to bussiness, but they 
must be thoroughly trained and equipped and ought 
to get opportunities to learn and rise. The old 
economic organization is steadily crumbling and it 
has to be adapted to the changing conditions. 

This is ft very large problem, full of complexity, 
and no one remedy can be suggested for its solution. 
In fact, there are different solutions, according to 
nature of the industry to be tackled. But this much 
is common to all of them, viz. that the producer has, 
in each case, to make the best of the resources at 
his disposal, and every kind of waste has to be pre¬ 
vented. The producer has also to be supplied with 
improved means, and it must never be forgotten 
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that the end of all wealth-creation is, after nil, the 
improvement of man. 

We dose this summary with an extract from the 
President! il address delivered at the 12th Industrial 
Conference by the Hon. Rai Sitanath Roy Bahadur:— 
“ Anot'ii r err important requisite is effi. ient business or¬ 
ganization. <> ’gat’z.i tio, s the W vucees*), and the 

(!n, f e> araet ri«iu- of mo\>rn industry are summed np in 
(iu*» one . i ! A rp’irds the I'O'iF'itUn n of iaige intjus- 
trie! t v n er », i f lea r rhv mdiv duil ownership is, and 
ma t ’n flit v r na'ir of i i< v r. rare. We must, 

"t ^ to * wwftv 

thorrt 're, ' ) 0 k !i> p .Tt jot laps, pr, v oc . »n panics j,«<J .li¬ 
mited "liability c sup n e. for thn - oiiuou of oar industrial 
prahlytn. If hit no J/, i.j.tub3iaL-.i.U* of v jjnjpftniM has not 
been very r uii£t«niit' I'bi in* bn i da to a want of con- 
fichnce m tJie < ipan v < 1 t n i j . pr Hinders and. in 

seme tans, iv..n‘ of iio-i n <>>. t -ait of managers. 

Effioienti <>f inlur'nal orpin /a 1 o d pinds in a very 
large nil ft u t on tL* hi >r d and t< !!>< tu i 1 qnaht os of the 
persons V' when > t' t rr>', i o r -iov"i 1 1 ■ t y im vested, 
Unfortunate v ( w n rs oft i> in' th/d the Jh recto rate 
Boards < ’ »tv o* o i, <u 'r al c ,m. r > »r« < omposod of 

men who i o n >t bn p to tin ir « >q. \p ( rt iviiowledge 

which is =o >-ten lift! f< r «i <• at al m .lueeineut The 
dutiv, of on zi • of ip <ru’Ldu-tia ,.r<> -o multifari¬ 
ous and »o u orm- tha, tli. i < i .fit. afolv left in the 
ha’ds <i ann nr -\- a vie] knu'i i < (onotnis! observes 
'the arum jit u ij . *i. v* .nor/ bt ru«ed. equipped 

hi Id togi’h mo' 'd and i up q. d without their com¬ 
mand 1 1 - turn tar ihi sriau-' if v\.r 1 <>/ ih" prnj>er traui- 

ing of rui h I opt .in 1 of ltd t i tt *‘**rrnin t i .i iidu mtion is 

essential, f lu jiyeun^b< iapt *’i .houhl besides acquiring 
a general Luo,; ledge if oionoimo -ciencu. raafu- a "serious 
sYtfdy of IhOpMaT problems which airy Ulii 
gwdilfg f!ie pro^Bntwi*. *tUu*,Mji,ieB r and exchange. fiff ni- 
niftjkl^, .Ha-course of instruction ought to include sub- 
je< fc, like commercial law and history, linking methods, 
import and export problems, exchange rates, transport, 
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freight, mid in*nranee company management, and the con¬ 
ditions of markets. Commercial instru c tion is also neex-a - 
earv for thos e who are to occupy the pvntjou.? fll_9BP«rin- 
tendentB, auditors, end accountants^^ and even for men who 
are doslined ioi the humbler poiiuna in (lie commercial 
lino. The Inst aginev for nnj r.rtr g iommircio.3 education 
of'tho higher t\ p t . is, of course, the University Commence 
fonnt> a Mt> important j'aui’tv m irut modern 

University of the world In Lid a 1 omb'ij 1 a already 
shown the wav n ihi-* nspcit, u ,d 1 * u-> ! on > the other 
Uni vorsiUt" 1 will sotn follow uii In older to t res out a 
raiattadcrslandicg 1 wi“hhf r t< m 1 t it i liar that tee 
mere posot «mu uf .i < omiuercial dc.m will r t mike a 
» i i a hu-i’iest* enje m Ii i-> tLi f, h io 1 of < ijn n< u> < alom 
which can tun out a ~ui„>^ fc ! hu-io**'-r> v.. ‘5 .t 1 hold 

thvt v oiumv n i ,d « !u at,"i wi I furut* i tUt ■. loundwo; k 
on which > xptr.eiico will he. Id." 
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71. Increase of Population.— Prof. Mat- 

shall truly observed :—*'1 ue production of wealth is 
hut a means to the sustenance oi man ; to the sati:>- 
b faction of h<\ wauts ; uni to the development of 
-'his activities, physical, mental and moral. But 
man himself is the chief means of the production 
of that wealth of which he is the ultimate aim.”* 
Wo have already laid stress upon the peculiarly 
urgent importance of increasing tl.^ production of 
wealth of every kind in India, and pointed out 1 
that t*-is can be ensured by an increased efficiency , 
of the agents of production. An increase m popu* ‘ 
lif'On is itscli taken as an Julictti.u) of the pro-' 
g-ess and piospentv oi .< uouununiiv, “In the 4 
hrst place,” runmhs Prof. .Nicholson, ‘‘defence ij 
■ddi ot more importance than opulam e, amTSn m- 
cotasc iu numbers menu- in ge-icmi mi increase, in 
mililaiv power—m mat or potential. Equally ob- 
vous is the increase in man’s power over nature. 
fc.veu simple combination of labour has its ad van- 
tages, as has been admirably shown by Mr. Gorarne, 
btill greater arc the advantages of complex co*oper» 
atioin as we sec in our own days in Lho {H?id de . 

* Principle* oi Economic*. 
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Velopment of new countries in which the progress 
of centuries is forced into a few decades. The 
growth of population is necessary to the improVer 
ment of the means of communication and of tfftdfi; 
trade brings capital and capital and land both give 
ifor a time an increasing return, and thus the in¬ 
crease of population means an increase of wealth 
per unit.’’* 

How important is the problem of the growth of 
population from the point of view of defence, has 
been demonstrated by the experience of the world 
war. The size of the population in the belligerent 
nations has counted in it as a factor of primary im¬ 
portance, and for several years before the outbreak of 
the struggle, the stationary condition of the popula¬ 
tion in France had been a cause of anxiety and alarm. 
Colonies, where land is abundant and the soil fertile, 
invite settlers from the old world and immigration 
tends to augment wealth. An increase in labour 
power conduces to the efficiency of production and 
a growth of population will augment the national in¬ 
come. A natural increase of population is wel¬ 
comed also because it represents an excess of births 
over deaths and bespeaks peace, health and prosper¬ 
ity in the community. 

72. Varying Conditions.— It must be ad¬ 
mitted that under certain conditions an increasing 
population not only denotes growing welfare but as¬ 
sists in the efficiency of the production of wealth 
and therefore the volume of the national dividend. 
But only under certain conditions. “ The increase 
of numbers may be accompanied by more or less 
general adoption of unhealthy and enervating 
habits of life in overcrowded towns. Or it may have 
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started badly, outrunning the material resources of 
the people, causing them with imperfect appliances 
to make excessive demands on the soil; and so to call 
forth the stern action of the'law of diminishing re* 
turn as regards raw produce, without having the 
power of minimizing its effects ; having thus begun 
with poverty, an increase in numbers may go on to 
its too frequent consequence in that weakness of 
character which uuiits a people for developing a 
highly organized industry."* Prof. Marshall there¬ 
fore concludes that it is only when these conditions 
are satisfied that ‘an increase of population accom¬ 
panied by an equal increase in the material sources 
of enjoyment and aids to production is likely to lead 
to a more than proportionate increase in the aggre¬ 
gate income of enjoyment of all kinds.’ 

All countries are not, however, in the happy 
, condition in which an increasing population leads 
/ to increasing welfare. But even grunting that the 
above conclusion of Prof. Marshall applies to the 
majority of communities in the world, there is 
another aspect of the problem which demands con¬ 
sideration. Mr. Pierson observes :—“When growth 
of population is accompanied by various occurrences 
that operate favourably upon production, and the 
average per capita income then increases, the 
growth of population will have exercised its harm¬ 
ful effects all the same; there would have been a far 
greater increase of the average income had there 
been no increase of population."t As Mill remarks, 
“all the nations which we are accustomed to call civi¬ 
lised increase gradually in production and popula* 


* Economics o£ Industry, 
t Principle* ot .Economics. 
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tion;” and therefore more importance must be attach¬ 
ed to the side of production, inasmuch ' as the econo¬ 
mic ideal must be to secure as large an income to the 
individual as possible. Malthu3, therefore, sounded a 
note of alarm and pointed to a remedy more than a 
hundred years ago. His doctrine has been the sub¬ 
ject of a continued and animated controversy, but 
his position has remained substantially unshaken/*^ 
73. Malthusian Doctrine. —During the last 
few years production has made such giant strides as 
could not have been anticipated by Malthus, and 
recent developments appear to have falsified his 
gloomy forebodings that the production of food 
would not be able to keep pace with the increase of 
population. He had maintained that unless people 
voluntarily kept down the growth of population by 
moral restraint, positive checks like disease would 
come into operation, making the lot of mankind mis¬ 
erable. And we arc told that “everywhere we see 
wealth increasing at a greater rate than population 
—in new countries like the United States as well as 
in old countries like France. So that our first con¬ 
cern is rather in the opposite direction.”* This is 
true enough, and the birth-rate among the higher 
and well-to-do classes is lower than among the poor 
people. “There is no question that this general 
situation—marriage rates virtually stationary and yet 
declining birth-rates—is due to deliberate abstention 
from propagation. Married couples have fewer 
children than before by deliberate intent."§ That 
is to say, it is the preventive check urged by Mal¬ 
thus, combined with larger production of wealth, 


* Charles Gide; Political Economy. 
§ Taussig : Principles of Economies. 
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which has brought about this result which is pointed 
out as a refutation of his famous doctrine. 

Admitting, therefore, that the doctrine of over¬ 
population has lost its terrors for modern society 
and that the stress has been shifted from food to 
wealth and efficiency, and still further that ‘since 
man is the chief labour force, large numbers, indeed 
other things being equal, mean greater national 
strength and power,’ it must not be forgotten that 
‘the reverse may not be true if other things are not 
equal. A small nation with greater productive effi¬ 
ciency, like England, will outrank a more populous 
country, like India. Smaller numbers with fairly 
equable distribution of wealth are preferable to a 
dense population living in the extremes of misery 
and opulence. Mere numbers are therefore not the 
vital point.’* It must also be borne in mind that 'a 
rate of growth sufficient to enable it to keep pace 
with population is not all that we require of produc¬ 
tion ; it must grow more rapidly than the popula¬ 
tion, otherwise the average income will never 
rise.’ Subsistence is not always to strive to over¬ 
take expanding population, but it must be enough 
to afford an ever-increasing share of wealth to 
the population as we advance. A stationery popu¬ 
lation need not cause alarm. ‘For mankind as a 
whole, declining birth rates and lessening pressure 
on population mean progress, and not deterioration. 
The prevalence of habits of prudence among all 
strata mean a gain in human happiness. Possibly 
the time will come when this sort of prudence will 
be carried so far that population in the advanced 
communities will no longer increase at all.’ § 

* Sellgman : Principle* ol Economic*. 

$Pierwn ; Principle* of Economic*. 
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74. Application to Indian conditions.— 

The principles of population briefly discussed above, 
have got to be applied to the social and economic 
conditions of India with a view to an examination 
of the tendencies in this country. The teeming po¬ 
pulation of India is spoken of with a sense of pride 
and satisfaction, but it may as well be an object 
of anxiety to a close student and ardent reformer. 
Quality must matter as much as quantity in the case 
of Che population of a country ; otherwise a mere in¬ 
crease in numbers is a veritable danger. In India 
m he total increase in recorded population between 
1901 and 1911 was 2,07,95,000 or 7*1 per cent, as 
compared with 70,46,000 or 2*5 per cent, and 
3,34,18,000 or 13-2 per cent, in the two preceding 
inter-censal periods." Even making allowance for 
the increase which was due to the inclusion of new 
areas within the scope of the census operations, viz. 
17,54,003, the growth of the population between 
1901 and 1911, was considerable. And this inc rease 
has taken place in spite of the loss of life caused by 
famine, plague, malaria and other calamities. ‘In the 
country taken as a whole, there are on the average 
175 persons to the square mile or much the same as 
Europe outside Russia. In British territory the 
number to the square mile is 223 and in the Native 
States 100; the former figure exceeds by 34 the 
density ratio in France and the latter is identical 
with that in Spain.' 

The density of the population varies in the 
different parts of the country and is dependent 
upon the climate, quality of the soil, rainfall and 
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other conditions. The following figures ore instruc 


tive:— 



Density. Per 

RainJ.il!. 

Cultivated 

Cultiv¬ 


tqr. mile. 

Inches. 

area. Per¬ 

able area. 



centage ot 

Percent¬ 




total area. 

age. 

Madras ... 

J9l 

43 

38 

ti 

Bombay ... 

... i*S 

46 

38 

*S 

Bengal ... 

SSi 

7o 

5o 

20 

United Provinces 

4a7 

42 

53 

19 

Central „ 

131 

48 

39 

36 

Burma ■» 

53 

is 

i3 

39 

Punjab ... 

117 

ll 

33 

3* 

Behar and Orissa 

- -it*. 

53 

it 

at 


‘The predominant density factors in India are 
by no means those which count for most in Western 
countries, where the variations in the population de¬ 
pend mainly on the progress made in commercial 
and industrial development. In England, next to 
London and its environs, we find the most teeming 
population in Lancashire with its cotton mills, and 
Durham with its collieries. The density in these 
two counties is more than five times that in pasto¬ 
ral and agricultural counties such as Oxfordshire, 
Lincolnshire, Norfolk and Devonshire. In the latter 
the number oi persons io the square mile no wheie 
exceeds 200, and in some it is much less; and it 
would seem that Trunnier’s dictum regarding Ger¬ 
many to the effect that agriculture alone is unable 
to support more than 250 persons to the square mile 
is equally true of England and in fact of all parts of 
Europe. The conditions are quite different in India 
where two-thirds of the population is directly de. 
pendent on agriculture, as compared with less than 
7 peT cent, in England. In large areas, such as the 
natural divisions which here form the basis of the 
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discussion, manufactures and trade affect the density 
to a comparatively small extent; and even the num¬ 
ber of individual districts whose density is greatly 
affected by the existence of trading and industrial 
centres is still comparatively small. Moreover, while 
in Europe, as we have seen, agriculture is unable to 
support more then 250 persons to the square mile, 
in India there are some purely agricultural tracts 
where it already supports three or even four times 
that number and others where it cannot support a 
tenth of it.”* 

75. Is there great pressure ?—The growing 
pressure of the Indian population on land is admit¬ 
tedly a serious problem, and it has been adverted to 
before.| If ugriculturc alone is unable to support 
more than 250 persons to the square mile in Europe i 
it is difficult to understand how in a country like 
India where agriculture is the main industry of the: 
people, a larger number can be supported without 
great hardship. But we are told that 'a fifth of the 1 
total population of the country is congregated on 1 
less than a twentieth of the area, where there are more 
than 600 persons to the square mile ; a quarter more 
on a twelfth of the area carrying from 400 to 600 
per square mile and nearly a fifth on an eighth of the 
area with the density between 200 to 400 ' ; and it is 
pointed out that 'nearly two-thirds of the total popu¬ 
lation of India occupy only a quarter of the whole 
area, while the remaining one-third is scattered over 
three-quarters of the area which is still very sparsely 
inhabited and no where contains as many as 200. 
persons to the square mile.’ 


* Cen*u« Report, 
t See tefen, p*gt* 43-44. 
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This and other arguments which are advanced* 
to lend support to th& yicwj^jj^n Iftdiii.pQpuiation 
does not and need not press on the meaiis^of sub¬ 
sistence, have' been carefully examined b£_Mr. 
Wattal’in his most interesting brohcure t and shown 
to be erroneous and misleading". Except perhaps in 
Central Provinces and Berar, no further agricultural 
development seems to be possible, and certain areas 
are still sparsely populated because they are poorer, 
rocky and inhospitable. If 500 or 600 person^ M© 
packed in an area of a square mile in some provin¬ 
ces it because they are resourceless and their 
standard of living has become extremely low, and 
not because land can really support such a number. 
Thus with regard to the Konkan districts of the 
Bombay Presidency, the latest Census report re¬ 
marks that in proportion to its cultivable area, the 
Konkan supports a larger population than any other 
division. The soil is not especially fertile. "There 
is a thriving fishery industry, and many natives of 
Ratnagiri and Kolaba are employed as police sepoys, 
choukidars and labourers in Bombay and lascars on 


• See W. W. Hunter's Brt/ui Emfiirt ; Page 85. 

Hunter observes that land is plentiful in the Native States 
and migration of the population from congested areas to 
those parts is required. He remarks, however,:—** In some 
parts of India, this change in the relation of the people to 
the land has taken place before onr own ejes. Thus in 
Bengal, there was in the last century more cultivable land 
than there were husbandmen to till it. A hundred years 
of British rule has reversed the ratio ; and there are now 
in some districts more people than there 'is land for them 
to till. This change has produced a silent revolution in 
the rural economy of the Province/’ 

t Tbs Population Problua in India. 
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nee an steamers and they remit a large portion of 
their earnings for the support of their families at 
home." it is in this way that the population of the 
Konkan with 227 persons per square mile is support¬ 
ed, and it does not argue any remunerative charac¬ 
ter of agriculture there. Several other tracts maybe 
found to disclose a simibr ph . oineuon, and one 
would be haidly warranted in ... bilging in optimism 
with respect to the productive possibilities of a 
majority of provinces. 

76. Food Supply.—Mr. K. L. Datta's in¬ 
vestigation into the causes of high prices, revealed the 
fact that during the period under inquiry, the popula¬ 
tion of the country was growing faster than the food 
supply. He maintained :—“ Considering the growth 
of the population and the inciease in the external 
demand, the supply has been shmt during the greater 
part of the period embraced in the enquiry. The de¬ 
mand for both internal consumption and exports hav¬ 
ing increased at a quicker rate than the production of 
food grams, it is oi.h natural that the general level 
of prices of food grains over u senes of years would 
rise although in a particularly favourable year it 
might have fallen to some extent. The food supply 
in India compared with the demand, both internal 
and external, reached its lowest level in the quin¬ 
quennium 1905-09, and this shortage of supply has 
doubtless contributed, in no small measure, to the 
unusual rise in prices during that quinquennium.”* 


Report on High Frit**. 
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A comparison of the growth of population and 
of the production of food grains, is presented in the 
following table, in which index numbers represent¬ 
ing the increase, are given :— ______ 
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In their Resolution renown gMt. Datta’s report, 
the Government of India suited that the statistics on 
which reliauce had been placed and had to be placed, 
suffered from the fault of maccuiacy and that in¬ 
ferences drawn from such data must be taken with 
an amount of reservation. They, therefore, present¬ 
ed their own figures which, in their opinion, were 
more reliable, and concluded that there was ** an 
almost precise parallelism between growth of popu¬ 
lation and extention of cultivation " and thuL “ the 
only interpretation which the figures can bear is 
that the correspondence between the two has been 
substantially maintained.” Government also point¬ 
ed out the further consideration that extension of 
irrigation must have resulted in an improvement of 
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the outturn and that the development of communi¬ 
cations must have had the effect of enhancing the 
“efficiency" of the aggregate of food production. 

Even admitting the view here presented as cor¬ 
rect, we cannot feel that the situation is satisfac¬ 
tory, because it amounts to thi 3 that the increase in 
food supply is just able to keep pace with the 
growth of population. Cut it is argued that 'the 
real problem as regards a country so situated is 
obviously to determine whether the purchasing 
power of the people generally has increased’ and 
i hat the high prices of Indian exports in foreign 
n arkets have enabled the Indhn cultivators to pur¬ 
chase larger quari itiesof th nei ''-.larhsof life from 
abroad, which is tuntam urt to a larger pioduction 
of wealth m this country. And Mr. Datta observes 
that “India has now to part with much less of her 
produce to meet her ioieiun obligations for the 
simple reason that her produce has risen in value in 
European markets”. It must be borne in mind, 
however, that so far as food grain' aie concerned, 
with a shortage of supple and prices ruling high in 
the Indian markets, the\ have never been imported 
in appreciable quantities irom abroad. Government 
argue that the internal supply did riot require to be 
supplemented by imports. Bui the true explanation 
seems to be that the Indian population must have 
been underfed and that it did not possess purchas- 
nig powei sufficient to enable it t o supplement its 
stock of food giains by foreign imports, t 

Higher prices of food^ grains cannot compen- 
s ate the Inilmtf^ itSttfc 

tense.,the- genual 

the cultivator in whatever benefit may ao crftftto, I &r 
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ofeSS Hi rongfti r tr a rw If more mouth* hare 

*to be fed with the same or nearly the same quantity 
of food, the prices must rise) and this rise cannot be 
an object of congratulation or of consolation in 
view of the fact already noted that the closing of 
the other industrial avenues is driving many people 
on to land. To maintain a growing population, the 
soil must be made to yield more and ihe production 
of food grains per acre must increase owing to in¬ 
tensive cultivation. Agricultural improvements 
effected during the last few years have not augment¬ 
ed the yield to an extent of which account may 
be taken.* Apart from the commodities obtained 
in exchange for the raw materials exported from 
India, the productive power of the people cannot 
enable them to supply themselves with necessaries 
of life in a sufficient quantity. Industrial speciali¬ 
zation, under normal conditions, has its advantages 
and there is nothing inherently undesirable in a 
country exchanging its special products for those 
which are produced by other countries under pecu¬ 
liarly favourable circumstances. But India's 
dependence on the sole industry of agriculture 
amounts to a danger and has contributed to the 
backwardness and poverty of the people. 

77. Famines.—I amines which have harrass- 
ed India so frequently are now unknown in other 
civilized countries though thev were common there 
formerly. “To-day they are found only in the agri¬ 
cultural and mining industries. They are not as a 
rule very hurtful, except in countries industrially 
backward. A failure of the wheat crop may cause, 
terrible famines in poor countries like India or Rus¬ 
sia, and the insufficiency of certain raw materials 

___ _ _ r _^ l 

* Mr. Agmufryrt in InOia* 
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may throw fa ctories id le/' * It has been said that 
IHHlanlamines are not so much famines of food as 
famines of the wins with which to purchase food. 
But now though the railways facilitate the trans¬ 
port of food-grains from””one p'irT of the country 
where they are available, to that in which the crops 
have failed, and to that extent the horrors of the 
calamity are min imised , a famine must always be & 
serious crisis of ujjidcr-pioduction. Not to go to 
^earlier famines, we may refer to the failure of the 
monsoon in the United Provinces in 19C7. Besides 
the other evils it entailed upon the people, the 
famine was rcspornible for a deficiency in food pro¬ 
duction equivalent to an amount of grain sufficient 
to feed the 48 million inhabitants of the province 
for five months. The total loss on food crops at 
both harvests, in terms of money, was put at Rs. 42 
crores while the total loss on other crops was about 
Rs. 15 crores. 

Famines and scarcity arc, no doubt, caused by a 
failure of the rains and rarely by Hoods, and Govern, 
nient have developed an elaborate system of proven-! 
tive, protective and relief rneusuies. It has mini-; 
mised the danger c[ the loss of human life and also! 
of cattle life. But as the Famine Commission of) 
1880 pointed out, no piotecthe measures can be 
adequate which did not include soire attempt to 
diversify fotrus of employment. 'I he problem of 
production and population cannot, therefore, be solv¬ 
ed by these inuirect methods, however useful they 
may be in themselves. A bc’d frontal attack must 
be levelled at the evil and the productive capacity! 
of the people must be lfti-ed. The growing demand 
for the raw materials of India and the higher prices ^ 

* Gi4«; Political Economy. 
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which some of them may often command, «houh| 
not be regarded as a gratifying indication of th« 
growth of that capacity. That is, after all, ft 
subordinate factor in the situation. Of course, 
larger exports of cotton, jute, oil seeds and hides at 
higher prices will mean a larger supply and there¬ 
fore production of wealth in the country. That ij, 
however, an inadequate and precarious source of 
wealth creation. If t,ho<c raw materials were manu- 
factured in India with Indian labour and Indian 
capital and under Indian manage ment, the addition 
to the national income will he enormous. And th£n 
only will it be possible to support the existing ,or a 
gTOwmgf population with umtivug -like decent 
means of subsistenc . “It raav he more cheap,” 
writes Mr. Lovedav, “ to export r.,w yooth and im¬ 
port manufactured g, ods. But if India is to win a 
stronger position as l uyti and st-litr in the markets 
of the world, she must deepen the channels aud 

regulate the action of her slrctmcf produce.If 

the concentration of the agents of production on a 
great variety of undertakings i- to piote advantage¬ 
ous, it must be on industries unaffected bv drought. 
If the national forces of international competition 
have not accomplished that aim, then deliberate and 
determined action alone can achie\c it." * 

78. The Outlook. —The above discussion 
drives us irresistibly to the conclusion that. without 
an enormous increase m its productive capacity, 
hidia can hardly r aintain even its pjeseut popula¬ 
tion, much less steadily growing numbers. An ia-' 
casing jopului.m must thrust the country deeper 
into the_ rajre ci poverty and inisery. A «teady 
growth of popu lation in a country may be an iodi^ 

* Indus Famine 
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g £ progress and prosj^ritju^-^^ 

Jt}. The present standard of living of the 
people is extremely low and the situation 
will be intolerable to all those who are auxious to 
see a substantial rise in it. Whatever progress is 
being made, will be just 

nonnaT gr°wtIToTpopulation. And what is wanted 
is a rapid improvement in the economic condition of 
the people, which can be secured only by increased 
,f A reflTfrffr'e'ase'of wealth and prospe¬ 
rity comes to nations as it does to individuals, not 
from any recklesss piling up of coined rupees—nor 
again from any rise of prices—which, as shown be¬ 
fore, is in India almost invariably associated with 
crop-failures and {amine conditions, hut only from 
increase in industrial activity, energy ami efficiency 
on the one side, and on the other, from increased 
productive employment With us, there 

is t H d ep 1 o r ableb5t?fcn"oralien in both respects”* 

This gloomy picture w<v hi lead one to ask 
Why the problem should mu be atla* ked from the 
cud of population also. A rcUrmtion cf the growth 
of population will have the same effect as an in¬ 
crease in the quantity oi subsistence as .< larger 
share of national income wdi be available for distri¬ 
bution. The average increase o' population, mean¬ 
ing thereby the excess ot births over deaths, is by 
no means high. Whereas the natural increase per 
thousand of the population is 10 in the United King¬ 
dom, it is only .*■ in this country. This figure is low 
not because the biiihmte is small, as might be 
thought, but because both the buthiate and death 
rate are comparatively ^bigh. A study of the statis- 

* Mr. }oibl't Wrumgt and Speech**. 
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tics in this connection relating to the principal 
countries of the world discloses the fact that a high 
birthrate is accompanied by a high deathrate, and 
the correspondence of the two rates means the cor¬ 
rectness of the Malthusian doctrine. This state* 
of things prevails m Rumania, Russia, Hungary,] 
Saxo-'y and Italy, and India stands in the same cate-' 
gr j v with a birthrate of 3^'and a deathratc. .of. 30 
per thousand. ‘‘'Here are countries in which the 
population is pressing on subsistence. It is trying 
to increase faster than the means of support make 
possible, and the positive check is in operation. 
Not the positive check in its extreme form; the birth* 
rate is not at its maximum ;some limitation of births 
there is. But more children are born than can sur- 
vive and become adults and more persons become 
adulfs than cari~s”urvfve to peaceful old age. The 
paySlillons are iifTeHTill clad, Hi housed, ill warrn- 

c2T,”*ill cared for in sickness...In ail these" coun- 

tnes,"anTn3rspe«S^T€“condition lor a permanent 
improvement in the conditicp q£ the t»ass o£ the 
population is a lowering of the birthrate — 
tion of the pressure on the means of support,”* 

Remedies —These remarks apply, in a 
ren arkable manner, to the situation in India. J| our 
birth-rate is high, our doitb-.rate also is h igh . 
And a death-rate of 30 per thousand means waste of 
life, cares, anxieties, poverty, disease and distress. It 
will indeed be an ideal thing to be able to control 
disease and to conquer poverty. But in the face of 
the economic situation as it exists and as it promises 
to exist for years to come, will it not be desirable to 
check the birth-rate and thus relieve the pressure on 


T*u»*ig: Principle* at Economist 
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Subsistence ? The economic situation and the pros¬ 
pects in India, then appear to call Cor the applica¬ 
tion of the Malthusian remedy. Late marriages 
of bo th men and women with a view Ito thycbMm U 
Img of the number of children, is that remedy. The 
necessity and wholesomeness of marriage are admit¬ 
ted, and therefore Malthusians recommend the 
adoption of voluntary restraint in married life. 

We have not the space to notice, and it is not 
necessary to do it, the objection-, which nave been 
raised to the self-restraint suggested by Malthus 
or to discuss the position of the followers of what is 
called neo-Malthusianism. And it is safe to agree 
to the proposition that “ it is advisable that people 
should not bring children into the wotUI, till they 
cau see their way to giving them at least as good au 
education, both physical and mental, as they them¬ 
selves had; and that it is best to marry moderately 
early provided there is sufficient sdf-coutrol to keep 
the family within the requisite hounds without 
transgressing moral laws."* Humanitarian feelings 
and solicitude for the welfare of children, if not of 
the whole nation, no less than personal ambition and 
a desire for independence and national happiness, 
would justify the adoption of Malthusianism. 
The pathetic picture of a fairly intelligent and 
perhaps well-educated man, burdened with the 
anxieti es of a large family, at a loss to know how to 
keep the. ,W.o]T from the door and reduced to desperate 
shifts, to arts of flattery and slavishness, provokes 
the reflection that these troubles are entirely self- 
imposed and could have been avoided. And this 
reflection does not fail to arise in the mind even of 


* UmSuil i Economics of Industry. 
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pious and conservative people when they see wi¬ 
dowers of forty and fifty going in for their second 
or third marriage and preparing for misery to them¬ 
selves, their wives and children. 

80. Indian attitude.—Malthusianism, and 
neo-malthusianisni in particular, is sure to shock the 
average Indian mind as it did the European mind 
years ago. Hindu law-givers looked and rightly 
looked upon marriage as a necessary social institu¬ 
tion and a sacrament. Perpetuution of the race is .1 
sacred duty, and every man has to gel out of tbo 
debt he owes to hi.- father by leaving a son after 
him. Late marriage is prescribed in the case of men, 
but the performance of the religious duties of tho 
house-holder makes thy married state absolutely 
essential. The injunction^ recorded in the works 
of Hind law-givers, show tlvt tin v laid down rules 
for a society which required ioi its existence and 
progress, a growing population of vigorous, huiUhv 
men, and to shirk married life would have been rc- 1 
garded as shirking a sacred duty to the communitv. 
Prayers were and arc offered to God f'oi the of 

a healthy and vigorous progein, and thi*- attitude 
on marriage and the house-holder - file, finds a justi¬ 
fication in the attempts new being made in western 
countries to encourage matriages and to reward 
large families. 

The anxiety of the average Hindu to have a son 
and the shifts to which he is reduced in trying to 
secure one, have been objects of ridicule with cer¬ 
tain authors. " In the adoption of a son the Hindu 
aimed aud still aims at satisfying an exacting group 
of manes greedy in the other world for recognition 
and offerings in this. He look* too for appreciable 
benefits which,he it himteif to derive from the future 
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ceremonies the fruit of which will reach him in the 

r 0 

realm of shades..In somehow acquiring a 

son the Hindu thinks generally that he is making 
the best of all possible bargains for himself in this 
world and the one to come." * 

We have suggested above the true explanation 
of this Hindu passion to procure a son ; and critical 
students of Hindu law and usage have not failed to 
appreciate it. J. D. Mayne observes .* “ In modern 

times children arc a luxury to the rich, an encum¬ 
brance to the poor. In etnly agis female oil-spring 
stood in the same portion but male issue was 
passionately prized. I he \cr\ evidence oi a tribe, 
suTimmdcd V>\ tnunus. would neper, d upon the 
vcntiiiva. muttiphcatirn of it- nnt'e- 1 he son-less 
father would f,rd hm elf wjtluut protection or 
support in sickne^xoi old :<ge and would see his land 
passing into ether hands when he became unable 
to cultivate it. Ihe ncce-Mty for male eff-spring 
extended in the cure oi the Aryan even beyond this 
world.’’ t 

81. Changed Conditions. —But times have 
changed, and with then, must change social laws 
and custcms. Ihe struggle for existence, il not 
education and the efforts of sociul reformers, is 
steadily pushing up '.hr rr.airiugtable age of girls 
as. well ;**« of boys in fact, cuiiy marriages of 
the latter are entirely opposed to U e rule ofUtahma- 
t harya sttouijy assisted vi, by the uturent lawgivers. 
And whatever objection n.a> be raised on religious 
ground■> to the pi stponement of marriage of girls, 
there is nothing to prevent wholesome lestrainta in 


* W**t and BuhUr ; A Digwt of the Hindu Lm*. 
t Hindu L*w and ting*. 
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married life being practised. Such moral restraints 
are clearly implied in some of the old restrictions 
imposed by wholesome custom on married people. 
Though it may be a little difficult to establish the 
fact, there is no doubt that the average life in this 
country lias declined a good deal, and the strain of 
the modern struggle for existence is responsible for 
it. The same remark may be safely made with re¬ 
gard to the health of the average Indian. Under 
these circumstances, it becomes a duty of men And 
women in India to see that the nation has a healthy 
and vigorous population which will stand compari¬ 
son with other races, and will not go under in inter¬ 
national competition. 

To a Hindu, marriage and the begetting of a 
son, is a duty which he owes to society. But it is 
sorely to misunderstand the spirit of the law-givers 
and of ancient practice to suppose that religion 
imposes upon the householder the duty of begetting 
children for whom he can not hope to provide and 
that a limitation of the family by the exercise of 
prudence would violate the injunctions of religion 
ahd dictates of morality. Manu says:—“By the 
eldest as soon as born, a man becomes father of 
male issue aud is e xonerat ed from debt to his ances¬ 
tors; such a son, therefore, is entitled to take 
heritage. That son alone, on whom he devolves his 
debt and through whom he tastes immortality was be¬ 
gotten from a sense of duty; others are considered 
as begotten from lov e If it was the 

sense of duty to society which animated ancient 
laws with regard to marriage and.progeny, may not 
the same sense of social duty be pleaded in favour 
of a limitation of families ? ‘ of pltianum' 
Manu speaks of, or blindness to the future, brings 



ia bdkwd4,b>i. 

Prosperity, 

2L ®- ..Oatioa.—The present tendency in western 
countnes is towards a steady decline of the birth- 
rate accompanied by growing material prosperity. 

I he general decline of the birth-rate in advancing 
countries ; the accentuation of that decline among 
the well-to-do ; the probability, almost certainty 
that with wider diffusion of prosperity the tendeucy 
will spread more and more to all classes—at times is 
due to social and industrial ambition. Some writers 
have discussed the change as if it were automatic, as 
, tbc l0 ' ver birth-rate among the well-to-do were 
the natural and necessary consequence of their 
having a larger income. The connection between 
income and birth-rate is the other way ; rising pros _ 
penty is rather the effect than the cause of declin¬ 
ing pressure. The fundamental cause is the wish of 
each family to promote its own material welfare." 

82 - v l£L®S» Circle. —In the matter of this 
question of a declining birth rate, we seem to move 
n a vicious circle. The birth rate goes down 

c . cono «i.!'^condiupns f ir<f satisfaction*^ 

nrth-rate is required to improve the economic con¬ 
dition of the community, "The causes of the de¬ 
cking birth rate are to be found in the intellec¬ 
tual and material forces which have so wonderfully 
stirred the peopl e of western Europe during the 

* T««m* ; Principle, ot Ewswowk*. * 



15* 


India* Economics. 


last century: the spread of education, newspapers 
and books; cheap movements by railway and steam¬ 
ship ; the stirring of stagnant population by the 
new inodes of employment, by large-scale produc¬ 
tion and the factory system, by the changes through 
emigration”.* Unless then the stagnant popula¬ 
tion cf India is educated and stirred and unless new, 
inodes of employment and methods of production 
are adopted, how is the birth iate in thus country 
going to be checked? And will it not be fnuch 
better if national efforts are directed towards the 
creation of these conditions which, hold the propen¬ 
sity to multiplication in check ? 

These questions are ruggested by the existing 
economic, political and sotial renditions in India. 
The aboriginal tribes are tire most prolific races in 
India and the prohficness of Mahom edan s seems 
to be greater than that of the Hindus. It roust be 
greater among the lower and poorer classes than 
among the higher. The exhortation, therefore, ad¬ 
dressed to the people that instead of allowing the 
hand of death to limit the population to the means 
of subsistence, they should keep it under control 
and eulthate the habit oS cutting their coat accord¬ 
ing to the cloth that is available to them, is bound 
to prove infructuou* m India where of the to¬ 
tal population of the country , only 59 out of every 
1 ,uOO poisons me Iterate in the sense of being able 
to wnte a letter to u friend mid to read the reply, 
and the literacy is divided very unequally between 
the two sexes, only 10 females per thousand being 
able to write against 106 males per inille. 

P9J. cent. of the population not kaowin g how to 

* Tauwi»g . Principle, of Economic* 
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per head of the population and with about Rs. 12 
of per capita foreign trade, it is not possible that the 
cause s which h ave 

"^jwtjwn to#*• The ex * 

treWTy*small class of the well-to do and the educa¬ 
ted people, who are a minute section of the popula¬ 
tion, and .who feel the strain of the struggle for 
existence most, may indeed exercise the moral 
check to their advantage, hut that will not apprecia¬ 
bly affect the national birth-rate. The generally 
high birth-rale in India is attributed to the large 
proportion of married women and this is not likely 
to be changed for years. It is futile to raise the 
marriageable age of boys only, but it is extremely 
difficult to raise the age in the case of girls/ "We 
have shown above that though the birth-rate in 
India i» very high, the excess of births is extremely 
small, not more than 8 per thousand. While, there¬ 
fore, the application of the malthusian principle 
seems to be called for, there is a bitter complaint 
about race suicide among the Hindus, at any' rate, 
of certain provinces. The increase among Maho¬ 
med tms and Christians is much h'gher than among 
the Hindus, and this fact is causing anxiety to 
many. The following figures will make the situa¬ 
tion clear:— 


Actual number ra 

I Vi i (in millions.) 

3 * 01-11 

Variation 

nim-oi 

per cent. 

iSSi-lSu. 

Hindus si7 i 

S C 

-•3 

IS J 

Muslim* 66\S 

o-7 

8 * 

33o 

Christians 3 8 

J3 6 

16 0 

toil 

The difference 

in the rate 

of increase is not 


satisfactorily accounted for by conversions from one 
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faith to tha others or similar other causes, and it is 
attributed largely to the peculiar social customs of 
the Hindus such as child marriage and prohibition 
against widow marriages. The high rate of infant 
mortality also keeps down the natural increase. A. 
■writer commenting on this feature of the popula¬ 
tion statistics observes :—“ The mo ral of all these 

fact? is plain. _The Hindus, are not yot a* frying 

race, but surely they are on that track. Fortu¬ 
nately, 'its 'cause are perfectly plain. Thej^wgJo 
thank their own social customs, which, as we, shall 
see later cn are ruining them in several other ways 
too- In spite of Muslim rule for over a thousand 
years, the Hindus formed SO. per cent, of the popu¬ 
lation of tins country in 1870, but now they are 
not even 7 O, and the decimation comas lUis.Ums 
frhm Within and not from without—surely a har¬ 
der foe to combat. The momentous question is : Are 
we to remain indifferent in the face of this 
crisis ?"* 

It is_an interesting phenomenon that the fe¬ 
cundity pJ'hiarmgis.I§.ncJt ’high .in Xndklxbffipari&cl 
with that of England* for instance, in spite of the 
universality.gf jamxxiage and early marriages in this 
country. The births per thousand of females of 
reproductive ages (15-45) in England and Wales cal¬ 
culated on the figures of the Census of 1911, were 
98 against 128 in India. But if births are calculat¬ 
ed on the number of married females of those ages 
and not on the total number of females between 15 
and 45, the Indian figure stands at 160 against 196, 
the figure for England.! 

* M. S. Kamat: The Cetuui of India. 

t P. K. Wattal! The Population Problem 10 India. 
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83. Summary.— Though the doctrine of 
population which Maltr ms formulated under pecu - 
lSr econ'otnTc"coiT3Ttions, is not one of universal 
appITcahilit y', as dWarfs 'of" "weaTOi-production 
hav'B istKrtT'IWprwtf^ 

ls not justifiable in view of the miserable condi- 
tion of the mass of people in certain countries. 
t < Orgiiritzatibti' arnt"tret£ffc'e have, in fact, so iru- 
mcsurably enlarged man’s control over the forces of 
nature that her productivity lias increased far more 
than population even though the latter has grown 
at a quite unprecedented sate in the industrial 
countries of the world.” There is, however, no 
guarantee that this excels oi subsistence over popu¬ 
lation will be maintained iW! in progressive coun¬ 
tries. 

Itnpiovcd econom - ' i ndit on> m western 
nations lm\0. raised the g-muil ann.hird _gf_Jjvjnff 
uud the mairiagc r tie ,u-> sU.iJilv declined, more 
markedly among t i* higher turn among the lower 
clashes. A desire for cjtnf -rts <i?,.l luxuries works as 
a check on marrugo uni also upon the size of 
families. The growing independence and improved 
social status ot women hive combined with that 
desire to restrict inc growth of population which 
has not, however, *>eeu Kept diwu owing to the 
dtuiuuitiou of mortality, fat- death rate is declining 
as the result of unproved s natation and health, and 
the steady increase of population is being main¬ 
tained. Progress lies in an increasing amount of 
woalthiaiiiufi tci th<uiiagl.«L^-i^Xl&C^era- 
bftrs of ihe aoaatauaky, and it is desirable that even 
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in prosperous communities the population should 
grow at such a rate that it may bear a larger ratio 
to subsistence. 

In India, though the actual excess of births 
over deaths is not very large, both the birthrate and 
the deathrate are extremely high. “Broadly speak* 
mg, the actual checks to population in China, India, 
and many other parts of the world are still those 
so well described by Malt bus. In it 

is true, British rule lias abolished civil war, and 
the total population has increased very rapidly 
during the last century as railways, irrigation works, 
and other modern innovations have addded to the 
productive eapacitv of the coui. try. But famine is 
still lamentably frequent, and m spite of industrial 
progress it would seem to ne true that the popula¬ 
tion readily rises up to the limits of the means of 
subsistence.”’ 

That population in India is pressin g oa th© 
means of subsistence'lind that v, hat Malt bus called 

« , , _ \ J« •• »<• r'fn rt jjt K* . «~WV 

positiv®.* «heeiw,' "hfe keeping down the natural 

*** ** 'turn******** <N«w *-iN**T 

growth of population, Is undoubted. The death* 
rate may go down with improved sanitation but ua-„ 
leas there is Vsubjt&titiaT improvement in the econp- 
mic position of the country, there is uo kopn s»L the 
well-being of the people being appreciably j»#»oted. 
There is growing pressure on the laud and other 
industrial avenues have been blocked. The problem 
of population must be attacked from the side of 
production, and the means which western com¬ 
munities have employed to increase their command 
over nature and their total stock of wealth, have to 
be employed also in India. With the application Of 

* W T. Layt*n. tmtQ&aeiw*, 10 a b E«*y as reputation by 
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\ science, the soil may be made to yield more and the 
1 5 expansion of manufacturing industries and eom- 
| raerce, will increase the national income. 

The problem is also capable of being attacked, 
but to an extremely small extent, from the aide of 
the growth of population, and preventive check* 
consisting in the postponement of marriages and 
the conscious limitation of the size of families, if 
applied, will act beneficially ^n the progress of 
the countrv. The birth-rate is generally^ sery, ,iiigi» 
among the lower and jess intelligent. cla^j^Jtpd 
ambhgThc'iuThe inoxai clitek ..will uo$ pome IxiXP 
©peiltLQfl* Stored p cfii^ sujsho aa^diw>.ia» l&P 
® ■ thfe^l^glawXa r . .« «ist- 

ence better by resorting, to meud jvOjmIiS* fjhich 
arc in no way opposed to religion or morality. 
Sexual desire is, no doubt, a powerful impulse and 
acts with great iorce in low r singes of cnilization 
and among the lowest classes of civilized communi¬ 
ties. But it is not a fixed impulse that cannot be 
controlled and modified. 

The spirit of Hindu laws and religion does not 
militate against, but actually enjoins icstraint of the 
passions, even in the matter of the begetting of 
children. Marriage is a social duty and a man has 
to make his contribution to the maintenance of 
society and the perpetuation of the race. But the 
self-same duty may require the limitation of num¬ 


bers in certain circumstances. A healthy rs& 
vigorous population has been the fndmn ideal, and 

t hilSBre-mwawinwir ir sBSir'bT iMn«fTo 


country. 
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R-w'e’- Etw* on Indian s, St-achey: Ind/a, iit AJ- 

anl Pr&g4 4*x, Chesn?r * !*itzn Polity ; Lovc4»yi Indian 
famtnts ; G. V. Jochi * llrtlmpt a <i kts , K. C. Dutt ■ Indta 
fy tki l*tcH>n*n Aqt Imfitiial Gaxfttar l r ol 111; Henry Olfctf l 
jfoonO* tcs for tit Gentr l Raicr , <\nnuil A imitrstr ition $*p&rtf on 
ini PaGvavt * f ‘ , Annul) Rc\j w of tie Tr» V of India ; Ra^ha- 

kuraud Moo er)i : History of Iniitn \ sti^a in* -x i MiitUmi Activity, 

89. Exchange —Except in a state of primi¬ 
tive economic orguni. i.’ion, the work of wealth pro¬ 
duction i> not completed till the commodity pro¬ 
duced is taken to a place where :t will find purcha¬ 
sers. A worker mav indeed conceivably produce 
for his own consumption, an i not to speak of 
o’d tiroes in backward nmniunitif*- even at the 
present day, self—ulliv i«'g famili-'s are not 
quite uncommon. But a division of iaoour is 
found necessary as a community advances, 
and specialization and co-oner.,tion in the case 
of individuals and groups of individuals, charac¬ 
terise the progress of civilization Individuals ex¬ 
change with one another the goods they have pro¬ 
duced and thus satisfy the : r special wants. When 
one commodity is exchanged for another without 
the intervention of a third, which is the measure cf 
value, we have a case cf baiter, and the use of such 
a medium of exchange bespeaks the advance of a 
community to a money economy. 

In the village life oE India, exchange is very 
simple and most of it is of the nature of barter. 
The cultivator will often buy his implements and 
clothes by exchanging the produce of his fields for 
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them, and wages are also paid in kind.* For¬ 
merly the revenue of Government was paid in grain, 
but the system of barter is fast giving way before 
the use of money and is now almost unknown in 
towns. The medium of exrhange having recently 
come into greater U3e, a desire for the possession 
of money as a passport for the purchr.se of any de¬ 
sired commodity, is bc'-cming universal except in 
out-of-the way places to wh modern methods of 
trade and industry h ive not yet penetrated. 

It is impossible t<> ov-restimate the advantages 
of exchange, and a comparison of the ease with 
which even a person of ordinary moans can, now-a* 
dav ?, obtain a rarictv of articles, ncressares of life 
and luxuries, in hii o\\ n loc ili»y, with the extreme 
difficulty experienced : n the rt itter only a few years 
ago, will be instructi\e. When i district is ifflicted 
with scariitv, it can 1 png grain from neighbouring 
or evtn distant districts and provinces. Burma 
thus supplies large quantities of rice to the rest of 
India in times of dtoupM. 

85. Markets and Fairs. —On market days 
and fairs, villagers po regularly to the neighbouring 
town, and all kind? of purcluses uro made. These 
prov.de opportunities both to sellers and purchasers 
to dispose oi surplus produce and to procure the 
articles required In very small villages, there is 
hardly a single shop for such necessaries of the 
ray at as kerosene, cullies, salt and vegetable or 
luxuries as sugar, and they have to be regularly 
procured from the town hard by or from the market 
held regularly once or twice a week. At these 
markets articles can be had in sufficient variety 


* Sac page H *bo»«. 
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and o£ the required quantity, and the prices also are 
reasonable. 

Where villagers, whether cultivators or artisans, 
exchange the produce of their labour directly 
to satisfy their wants, it is a case of barter. 
The cultivator will then obtain his cloth, shoes, 
earthen pots, &c. from the village artisans in 
exchange for the baluta or fixed grain charge paid 
to them annually. This village system is, however, 
being steadily displaced, and payment of money is 
becoming common. In markets and fairs, this is, of 
course, the usual practice. Ever}' village of decent 
size, has a shop or two of groceries and this is the 
only source of the supply of articles of every day 
use to the villager. Other things must be purchased 
on market days as pointed out above. The weekly, 
markets in certain places are of great size and attract 
sellers and purchasers from miles. Families lay in a 
stock of necessaries to last them for a week. Knick-i 
knacks, sweetmeat and articles of luxury are general¬ 
ly purchased at fairs, most of which are associated 
with religious or social festivals. 

Any extensive division of labour in the sale of 
commodities, is not possible in small places. It is 
only in big villages and towns that merchants and 
shopkeepers specialise in the sale of articles. The 
shopkeeper plays a very important role in the village 
community, and in small towns too he discharges a 
useful function. He keeps a pretty large stock of 
goods ready to meet the demands of his customers 
whenever they may choose to buy. He procures his 
supplies from different commercial and industrial 
centres and retails the articles as they are wanted. 

Railways, which now traverse the whole contin¬ 
ent, have revolutionised this old system of exchange. 
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The net-work of railways covers the whole country 
and has brought distant provinces in close contact 
with one another. Before the fifties of the last 
century, the means of communication in India were 
difficult, and though commerce was maintained bet¬ 
ween north and south and eii3t and west, it was 
precsnofis and its volume t xtremely small. Inter- 
provincial trade has enormously increased since 
then and the surplus of one province and district 
goes to supply the deficiencies and needs of other 
provinces and districts,/ 

86. Ancient Indian Commerce. —This sti¬ 
mulus which the improvement of the means of 
communication,such as railways, steamships &c.have 
given, is most markedly seen m tne wonderful 
development of the foieign trade of India. The 
sea-borne and foreign tiade of India has had a bril¬ 
liant history. The valuable pioducts jt Indian work¬ 
manship and of the Indian son, attracted merchants 
from all parts of the glooe and the people of this 
country cairied on a profitable trade with the most 
distant parts of the woild. ' “From the earliest' 
days, India has been a trading country. The indua- 
trial genius of hei inhabitants even more than heF 
natural wealth and her extensive sea board, dis¬ 
tinguished her from other Asiatic lands. la contrast 
with the Arabian Peninsula on the West, with the 
Malayan Peninsula on the East, or with the equally 
fertile Empire of China, India has always maintain-! 
ed an active intercourse with Europe. Philology 
proves that the precious cargoes of Soloaiaa'a 
me rchanT~lErps “Cf 3MK5M 
Sfalabar. The brilliant mediaeval republics of Italy 
drew no small share of their wealth from the Indian 
trade. It was the hope of participating In thiaj 
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trade that stimulated Columbus to the discovery of 
'America and De Gama to the circumnavigation of 
the Cape of Good Hope. Spices, drugs, dyes, and 
rare woods; fabrics of silk and cotton ; jewels and 
igold and silver—these were the temptations which 
..attracted the first ad% vnluiers from Europe." * 

I he prosperity of ancient Indum commerce 
is a matter of histc; r, and it will bo no exaggeration 
to say that the p»o1 tied development of the nations 
of Europe, and therefore of the whole world, has been 
shaped by the keen couipeti i^nof European powers 
for the monopoly of In am truda. 1 he position of 
India was simply unique. “ We _jul|_li 4 yc ample 
evidence to show tlut^yj: full thirty centuries India 
stood out as the very heart of the C)!d World, And 
maintained her position as on. cf the foremost 
maritime countries. She lmd colonies in Peg-a, in 
Cambodia, in Java, in Sums; - a, in Borneo, and even 
inj5e,,cpuntries cf the Faith-u En>* us far as Japan. 
She hid trading se'tVments in So ithau'Chma, in 
the Malayan Knmsnkr in A’ama, and in all the 
chiel .cities, of. i ci>ia and all ou\ is it east coast of 
Africa. She cul’ivittd tr.de relation, not only with 
the countries ut Atni. hut also the with whole of trie 
then known wo Id, including the countries under 
the dominion of the Raman Empire, and both the 
East and the West cccaine the theatre of Indian 
commercial activity and give icipj to her naval en* 
*rgj and throbbing iuter.u loual life 1 he history 
of India’s foreign t r ad; during the seventeenth and* 
eighteenth centuries, is u record of the commer¬ 
cial rivalries a id of a struggle for fcr.*de supremacy 

* Sit W. \Y, Huuiei . The Brnisb Ltnj, t ie. 

t Radbak tumid Mukerji; A Hiworjr <il fodiars Shij.ptn* and Mari¬ 
am* Activity, 
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among the Portuguese, the Dutch, the French and 
the English. One after another these rivals drop¬ 
ped out, and the British East India Company remained 
master of the field. “ Just before the first half of 
the eighteenth century, the English had to face the 
open hostility of the French ; and the history of 
trade is merged in that of terr torial acquisition, till 
in 1813 the trading functions of the Company in 
India were brought to a ctOoe, except so far as the 
monopoly of trade with Cnina was concerned and 
this also cease i in 1333." * 

India’s foreign trade in the beginning of the 
nineteenth century, was comparative!very small. 
The European tuhenturc; had not been able to 
penetrate the interior of the country and there were 
no facilities for such impenetratioi.. “ It was in 

nmeticaily impossible tc penetrate inland or to 
draw'thence to the coast any of the products of the 
interior ; and even if facihtn> had existed for local 
traffic, it would have been i ^possible in the con¬ 
demns of navigation which then existed, to convey 
to Europe at a pmtit the belay article? of low value 
which now maintain great fleet.* of or can steamers 
and are the staples of Ind.an trade.” * Ihe mono* 
polv of the trade and the disturbed nature of the 
internal mate of the (Otiutiv, were additional causes 
which Hinted tin dimensions ot the foreign trade. 
The K ist India Company, however, selected 
precious cargo which fetched cnormousH high prices 
in England, and the dividend in 1 Sp 2 was 150 
per cent. 

87. Under Company Government.—The 

Muhomcdau and Hindu rulers did not and could not 
devote much attention to the development of foreign 

*Impend G*#et;cer, VoU ill, f>*gc t» 9 , 
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trade. The country was so rich that it was not felt 
necessary to exchange indigenoas^rodncpTor Jofolgti 
Iropbris to the same extent as it was in .Europeep 
coufitries which vied with one another, to obtain the 
valuable products of India. As Sir W. W. Hunter re¬ 
marks, the British rulers were not temple builders 
like Hindu kings or palace builders like Mahomedan 
nabobs and emperors, or fort builders like the 
Maratha warriors, but they were essentially ^builders 
of commercial towns, and their talent lay in selecting 
and developing centres of trade. In the hands of 
the British East India Company, which had become 
a territorial and sovereign power by the beginning 
of the nineteenth century, foreign trade steadily 
increased in dimensions. AtJthe. beginning of the 
eighteenth century the value of exports hardly 
apaounted to one million £, but by 1834, it exceeded,. 

£ 8 million. 

* 

The Industrial Revolution in England which 
meant the introduction of steam power and machi¬ 
nery and consequently the production of cheap 
articles on a large scale- synchronised with the 
decline of the industries of India, which was reflected 
in and assisted by India’s foreign trade. Indian trade 
was opened to private merchants in 1813, and during 
sixteen years after that date, the Company's trade 
averaged £ 1,882,718 annually, while private trade 
averaged £ 5,451,452 annually. “The process o£ 
the extinction of Indian manufactures went on, how-, 
ever, under the new arrangements ; in 1813 Calcutta 
exported to London two millions sterling of cotton 
goods ; in 1830 Calcutta imported two millions ster¬ 
ling of British cotton manufactures. The first import 
of British cotton twist into India was in 1$23 : in 
1824 it was 121,000 lbs.; in 1828 it rose to 4,000,000 
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lbs. Woollen goods, copper, lead, iron, glass, and 
earthen ware were also imported. British p^gnfac- 
tures were imported into CftWtla.^n.paymant...n£-fl. 


manufactures into England was discouraged by many 
dunes ranging up to_400 per cent, on their val ue."* 
v ' I his uni'ortunate*re^^.stTor> In the course oTthe 
foreign trade of India was disastrous to her indus¬ 
tries. The people were drm.i from their handicrafts 
to the plough, and agriculture tended to become the 
sole support of an increasing population. The un- 
satisfactory economic condition of India to-day, 
when our exports consist mainly of raw materials 
and our imports of manufactured goods, may be 
traced to this revolution. IIow the position of 
India as a producer and exporter of cotton piece 
goods was reversed, may be se'n from the following 
figures relating to the import of Indian cotton goods 
into England, and the export of English cotton 
goods into India. 

Cotton Piece Goods Imported into Great Britain 
from the East Indies:— 


1814 ... ... ... 1,266,608 pieces. 

1821 534,495 „ 

1828 422,504 „ 

1835 306,086 „ 

British Cotton Manufactures Exported to India. 
1814 ... ... ... 818,208 yards. 

1821 19,138,726 „ 

1828 . 42,822,077 „ 

1835 51,777,277 „ 

88. Features of Foreign Trade.—While 
this reverse process was in operation, import? 
oi Jl4iah.eoU^ duty of only 

~ * R. C. Dutt i •< Ituli* Under E*riy BritUh Ruta," 
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34 per cent; while the correspondlngJjBflflt^^ 
Engfend' ifere* suHecteTtoXduty of 10 per cent.. 
"The progress of the trade continued, however, to 
be compnrativelv slow, owing to the natural obstruc¬ 
tions which remained after the Company had estab¬ 
lished its rule over much of the Indian continent. 
During the first half of the nineteenth century 
roads were non-exis*cnt except where they had been 
constructed for military purposes; off these great 
routes all traffic was carried over narrow umnettled 
tracks imposs'ble during the monsoon.”t Owing 
to the defective character of the means of com¬ 
munication in India and the heavy freights which 
had to be paid on exports abroad, the development 
of trade was very slow as nmv be seen from the 
following statistics:— 
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The characteristic features of this development 
of trade which arrest attention, are (1 ) that the old 
staples of export and, import ha\;e entirely Ven,re¬ 
placed Sy others. 1 he rare and valuable products 
of India, nv nufactures ns well as raw materials, 

f imperial Gazetteer Vai. 1(1, pag* *6, 




INDUSTRIAL REVOLUTION. 173 

which were in demand in foreign countries, have 
now given place to such raw materials and food 
grains as are required in those countries for purposes 
of manufacture. The imports consist mainly of 
manufactured goods whirl* have dfsplficed^artidles 
turned out m this cgunlry. ( , I h e a rih ual_ _ |t%cess 

or'csEpoxtS.QVSL tiUfurts _h o .-ty.tdilyriliagased^so 
that the balance o f triple is normally. in^ favour^of 
India. Hulk oi .tips excess resents the .‘Home 
Charges’ which th c 'u.itr> ha* to pay unnudly in 
England, the prohl> oi Ivi-opem merchants and 
firms and the summers ot Euiopem ofric u.j remitted 
to England. ( 1 ) 1 1.0 ,ii mre nf the excess is re¬ 
ceived m India m the jorm cf gold at 1 silver. (4) 
The net imp jrts oi Mu prcr.vus metals, though 
they appear to b u K riut«’y l-r.e are not consider¬ 
able in view of the 1 i"", p pi 1 ’ . on of th s country. 
(5) This** imports o< tit j i. emu-. •: etals ujso point 
unmistakably to tl*t tt- >oi v: backwardness at the 
pqjple and thu. iv’>v aUudard oi 

89. Industrial Kcvolution.— lie change in 

r'; 

India from a posd’.o i i vriuti. there \\ -is a he dthy 
co-ordinntion of the igin > 1* i r.r] a’d imu-ngncukural 
industries to a ui da» r in vmdi the country has 
become a bi„ r n mhtt i i u c sale v.t Western, ( now 
Japanese also.) mm fa un. s a - is fith! f-r the pro" 
duction of raw nateimh t ■> le manipulated in 
foreign factoric*- and . ills, i a t rise of retrogression 
which is responsible ior t'c < etadence and poverty 
of the people. The position cf dependence and 
helplessness was accciituntid bv the extension of 
railways. “ The great Indian Dependency cf Eng¬ 
land had, during this ccnturv, come to supply 
the place of the old colonies. This Dependency 
has come to be regardedas a Plantation, growing raw 
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produce to be shipped by British agents in British 
ships, to be worked into fabrics by British skill aitd 
capital, aud to be re-exported to the Dependency by 
British merchants to their corresponding British 
firms in India and elsewhere. The development o£ 
steam power and mechanical skill, joined with in' 
creased facilities of communication, have lent 
strength to this tendency of the times, and as one 
result of the change, the gradual ruralization of this> 
great dependency, and the rapid decadence of native 
manufacture and trade, become distinctly marked.’ 
Even now the danger is not over.”* 

From the point of view of pure economic 
theory, international, like internal exchange, is 
obviously beneficial. International exchange is 
only an extension of the principle of exchange 
between individuals, districts and provinces of the 
same country. We now know that “the law of com¬ 
parative costs or of reciprocal demand is the expla¬ 
nation of all exchange, and that non-competing in¬ 
dustrial groups are found in internal industry as 
well- Trade takes place between nations as between 
individuals, because of relative, not of absolute ad¬ 
vantages. One country A, may produce a certain 
class of commodities at a lower cost than B and 
nevertheless find it profitable to import them, be¬ 
cause A can produce other commodities still more 
cheaply than B. It will be advantageous for A to 
export the second class of commodities and to 
receive pay for them by importing the first.” f 

90. Theory of Exchange.— The w hole 

HW'IWfW'KVV' I'WWWii 

Mlfiprj, of inteytj^.mL cysh&nge, M bagelqn the re¬ 
ciprocal advantage exchange confers an nations 

* R*oadt; Euayt on Indian Economic*. 

t SsUgman, 
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trading with each other . A division of labour thus 
ariSMa'mohg’' nations which begin to specialise in 
certain industries. “ Each country by specialising 
in those commodities for the production of which it 
has the greatest relative advantages, obtains a bigger 
return for its expendituie of labour and capital than 
it would have done if it had not specialised but had 
devoted part of its efforts to producing the commo¬ 
dities for which it was relatively less well fitted. 
The total product of the two countries together will 
be greatei than if each hud produced all the commo¬ 
dities without specialising.’’ * 

This doctrine is, however, subject to important 
limitations in it-s application to actual conditions. 
The question will be dealt with at length in the 
next chapter. It is sufficient here to point out that 
free international exchange may, under certain 
circumstances, lead to economic dexelopmcnt that is 
undesirable from more than one point of view. In 
the first place, ‘‘the so called system of the territorial 
division of labour by winch the orthodox economists 
assign to the backward torrid ?. me regions of Asia 
the duty of producing raw mateiials and claim for 
the advanced Euicpean temperate zone countries 
the work of transport andhlftnufactares. asa division 
of labour in production whith is fraught with the 
highest advantage to all and is almost a providential 
dispensation, against which it would be foolish to 
rebel," is not such an inevitable necessity or a bene¬ 
ficent arrangement. Secondly, the economic readjust¬ 
ment which follows such an international division 
oflabour does not stand upon the same footing as 
the changing and changed tendencies of exchange 
between individuals, classes and communities within 


H«arj CJ»y. 
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the same political unit. Thirdly* the ruia of a 
nation’s industries caused by free international ex* 
change may be an exhorbitant price to pay I the 
advantage of obtaining foreign commodities cheap. 
The loss in productive power may be much greater 
than the gain represented by cheapness of foreign 
goods secured in exchange for lion a produce. 

91. Effects <>f the Rev- lotion.—If the ad¬ 
vantage of exchange lies in the surplus satisfaction 
which the parties to the transaction obtain, we must 
make sure that there is such a balance of benefit in 
a nation's trade with foreign lomitihs. “We are 
often toh: that one of the adv.ur.ig • of the expan¬ 
sion of our import trade i.-. tii i v,u get our supply of 
manufactured article... much cheaper and Letter than 
we can have our.-ehe- wit a our present meum and 
appliances. This is true encugl. and is no doubt our 
gain as o/iS«*no s but what a puce r:u we paying 
for this gain, as f,rjjnte*\ and ouu:rs>'t Our 
homo manufactures ,oe uUn.'.-t rmw j mo down and 

•y* ^ < 

this collapse ;utun> *o us much m ie than is com¬ 
monly supposed. { 1 i v ) It !,ie.iiis l -1 u; th'- disrup¬ 
tion of our indur-r-J rig.mz.tti man 1 a civuigc from 
a many-Mded 5} stem to one renting on the basis of a 
single industry : ( 2\i > ) it means to us the trans¬ 
fer—-enforce J, compulsory tnnsfer—of one i.nlf cur 
industrial populati-m from fields of ^iuued labour to 
fileds of unsullied 1 -bear, involving as its necessary 
consequences a distinct deferiorution in their 
standard of l>fe uml eondort ; ( Srdly ) it means to 
usa fearful falling oil in the condition and resources 
of the middle classes, who arc the backbone of every 
fairly progressive community ; ( -Ithly ) it means ter 
us a dangerous conlraction of the total national proi 
vision for a growing population i—changes all of a 
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grave and wide reaching character, amounting to a 
most disastrous economic revolution highly detri¬ 
mental to the moral, social and 4 intellectual well-being 
of the entire nation.”* 

There has been such a strong revulsion in the 
mind of economic students against the rigidity of 
the above theory of international exchange that 
even in Kngl.md, the strong-hold of orthodox views 
on this question, many conversions have taken place 
lately to tin other side which emphasises the view of 
national, racial and imperial cou.-aderati jn.-> so often 
ignored by .instruct reasoncis. A writer observes 
“And the piactiLal conclusion of it all is, (and it 
might be inscribed as a maxim over a nation's ports 
in letters ol gold ), that in the game of commerce 
which is being played between nation and nation:— 
Never sacrifice an instrument of production to a 
foreign nation Tor~tEo satctT'oT*" X~mef 
pTodinSlToTtliy s;ii f!<n<ih(I of instrument but better 
which they possess but which vou do not ; but do as 
you do at home and sacrifice it only to the 
acquirement of the superior instrument of production 
itself, which cheapened that product—if you can get 
it.”f r 

92. Growth of Trade. —In the industrial 
revolution which occurred at the beginning of the 
last c^tur^ indigenous'” producersTTSSt 

their instruments. “ The extraordinary rapidity 
with which the construction of railways in India was 
achieved, produced an economic revolution in that 
country which like all revolutions, was not un- 

• G. V, joshis Writings »nd Speech**, p»g* 6Sl. 

t John Beattie Cromer The Wheel oJ Weeith. 

*3 
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accompanied by suffering. The obligation to save 
life in times of drought and the necessity of lines of 
strategic utility (for it was the mutiny which gave 
the first real incentive to construction ) have been 
the cause of that rapidily ; and it has had for effect 
the destruction of the native industries and the con¬ 
centration ol labour on that very employment to 
which droughts are the most dangerous. Had strate¬ 
gic or economic considerations allowed the change 
to be more gradual, it is \ouceivtiblc that greater 
powers of resistance might have been shown bv the 
native industries, that the lessons ol the West might 
have been taught belore destruction was inevitable, 
so that labour might have drifted to other occupa¬ 
tions as well as to agriculture.” t 

fhe foreign trade of India reached a record 
figuie ill 1 hi3-14, and led the director of Statistics 
to remark:—“In this connection one is bound to 
conclude that when the economic history of the 
period comes to be written, the striking characteris¬ 
tics will be not only the rise o( prices and its effect 
on the various classes of the community and the 
country as a whole, and the success of the co-oper¬ 
ative credit rao'vement, but the great development 
of trade, and especially in the vear under report, 
which shows India to be as regards trade a land of 
undefined dimensions.” f We give below a few 
figures relating to trade for the years 1904-05 

t Lovcday: Indian Famines 

t Review of the Trade ot India, I9t3-i4. 



IOrowth of Trade.' 179 


and 1913-14, and the comparison will be found most 
instructive:— 


Tlo4-o5 j 
Ro. (lakhs.) j 

i 

l5»l3-it 
Rs. (lakhs. 

Total Foreign Sealwme trade (men handise) 

2(12,1 i 

44o,7 5 

Exports including re exports 

1 5 7,72 j 

241,04 

Imports ... . 

io4,4j 1 

I^T ^ ! 

Net imports of treasure ... ... i 

22,17 

30 36 

Net imports of guld ... 

“ 7 

23 35 

Total inlan. 1 tr i le (men h inn e) 

' ; S it. 

n7o to 

, Coasting tr >dc (u ervh >n h .) | 

V> S3 

[ft’ 

Front if i tra le (tnetih inul se ) 

1 3,i V 

^ "I f 

Gross railw iv earnings 

7 

»>* -* 

Railroad mile if. c milt- 

3 7 73? 

>4 

Total area ( I OOo *. re. ) 

T, * 4 

f !h 12 1 

Cultivated are.»i , 

<7 7■*i 

' > lUi 

Wheat r uvd ( t oo j t .n ) 

5^2 

11 2 7 

Rice „ j 

i 

•’2 42 1 

2^ Ih7 

Cotton ( i ( ooo 

1 "Ml 

5 -c« 

i 

jute , „ 

r 

; 4co 

X 7j3 

Coal ( i,oo uin- ) 

-,7 j 

Iti tjf 

Shipping . tonn »ge 

i -,SSr 

1 7 3S6 

Custom, revenue ( K . lakh ; , , 

1 *1 * v 

’C ' 1 

Paper Currency ( prose circulation ) .. j 

•W IH : 

»><>,! ? 

Population,, but centU’i ( i^< i ) 1 


is,Oka >7 

, preceding teruu. ( tint ) 


ais.evj 41 


The share of trade per head of population if. 
India is extremely small as compared with that c; 
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<&hor countries, and i$Rs. 13-3 as ag%inst Rj A £f r |p 
tor Russia* Rs. 39 for. Japan, Rs. 232 J«»r Franc? 
andRs. 386 for the United Kingdom. The increase 
in the value of the trade shown in the above tablets 
largely due to the enhanced prices of many of the 
staple products exported. The exports of food 
grains are almost negligible, being 4 per cent of total 
production; but the percentage of exports is very 
high in the case of cotton, jute and indigo, half the 
quantity produced being exported. 

93. Chief Features. —It is a remarkable fea¬ 
ture of India’s foreign trade that the bulk of the 
imports consist of manufactured articles and half 
the exports of raw materials; and this characteristic 
to which we htt\e referred before, as a disagreeable 
indication of the ruiulisation of litdii. distinguishes 
even the latest trade statistics. When after the out¬ 
break of the war, the capturc-the-encmy-trudeciy was 
heard on all sides, it was believed that India would 
be able to fill in the gaps left by the cessation of 
imports fiom encun countries with siiuitui products 
of home manufacture. But little -.access could be 
achieved in this matter, and the reason why India 
failed when Japan could jump with a bound to occupy 
our markets, was that this count r\ was ill-equipped 
■with the essentials of industrial progress and had to 
look on helplessly. 

The grouping ol articles of export and import 
in the'trade statistics, is not very happy in view of 
an inquiry into the form and charade* of the 
articles exported and imported, faking the classi¬ 
fication as it is, however, we notice the following 
relative shares of the four different categories of 
articles:— 
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Fxports (iVl3-t4) Relotlfe than ot 

R*. (lakhs) each class. 


T. 

Food, Prink and Tobacco 

... 64,77 

a6*5 

3, 

Raw materials ... 

... 12*,46 

MS <M SO" I 

3. 

Articles aiamrfacttired 

... 54,59 

. 

4. 

Miscellaneous 

», 4 » 

e. .* r 


Total 

... s44,2J 

too 


Im 

l> >JIS H) 

Relative share ot 



Ks { lakhs.) 

each class. 

I 

Foo-l, Drink anil Tuba . i. 

?4,h(, 

.. li 4 

2, 

Raw mmenals eu. 

. 1 ),5>> 

. S 8 

3 

Articles manufactured .. 

I 45,1*1 

... 7ra 

4 

Miscellaneous ... 

J 87 

1-6 


3 utu‘ 

... i ->3 25 

TOO 


That about SO per cent, of the total imports of 
merchandise should be manufactured articles* is a 
positive proof that Indian people lack the capital 
and the skill that are required to turn the raw mate¬ 
rials into finished products. This represents so 
much loss of productive powej, and dependence on 
a single tndustn which is subject to the operation^ 
of the law of diminishing returns fhc expanding’ 
imports of manufactured good* ate taken as a Well¬ 
come indication of the -.teadtlv viowing purchasing 
power of the people ami therefore of material pros¬ 
perity. it is, howetet, forgotten that they also 
mean the displacement ol tin. indt^eneous industries 
by foreign manufactures 


Increasing ex ports are not always a sign of 
growing proi^ty~ """TirThfr * 
expanding exports of ruw material s represent „the 


They consist oi the Home Charges, pay¬ 
ment of interest and remittance of profits by 
merchants and manufacturers working in this 
country. Little of the foreign trade of the country 
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is in the bauds of Indians and the gains of European 
plauters, miners, bankers, millowners &c., sent 
abroad take the form of the exports for which there 
is no return, unless a portion of these comes back 
as capital to be invested in industrial and commer¬ 
cial enterprise. India’s foreign trade will be de¬ 
cidedly profitable to her people if a large part of 
the raw materials weTe worked by them in the 
country and the profits of industry and trade were 
retained in their hands. 

99. Absorption of Gold. —These are con¬ 
siderations which ought not l>c ignored in drawing 
conclusions from export and import statistics of 
India. The country must certainly import articles 
which it cannot produce or pi oduce cheaply,and export 
indigenous products for which there is a demand in 
foreign markets. Indian staples like cotton, jute, 
oilseeds and wheat command high prices abroad, and 
we can buy with these exports a larger variety and 
quantity cf foreign goods, conducive to the progress 
and comfort of the people. Making allowance for 
the increased prices ol the imported articles which 
are purchased with the expoits of steadily grow ing 
value and (or the fact that thcs». profits arc partly 
absorbed t>v merchants, shippers, bankers and other 
middlemen, it must be admitted that the cultivator 
who grows the commercial crop has, during the 
last few years, been aide to make some unexpected 
gain, though his cost ol pioduction and of living 
has gone up all round. 

The normal excess of exports over imports is 
paid to India by the Secretary of State’s drawings 
and the imports of the precious metals, and large 
quantities of gold have thus been tecentlv absorbed 
in this country. " I'he absorption of gold in India 
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rose from Rs. 7\ mores m 1890*91 to Rs. 12 crores 
in 1903-04, to Rs. 21 cioies m 1907-08, to Rs. 25f 
croies in 191 l-i3, in 1912-13 to Rs. 3li crores and 
in 1013-14 to Rs. 34$ crores." Looking to the ’ 
large population of the count!y, its illiteracy and 
economic backwardness, its lai k of opportunities for 
industrial progress and its poverty,this absorption of 
gold is not to be wondered at. 1 hough it is barely 
one rupee per head of the population, the country 
will certainly benefit il the gold could he used as 
capital for the industrial development of tne country. 

Ill this connection Mr. Findlay Shuras ob- 
eives:—“It would seem that India is hoarding 
more than formerly, if b\ hoarding rs meant the 
non-productive use of the yellow metal. It is used 
chiefly in the form of ornaments, and as is well- 
known, most ol tin gold i> imported in small bars 
to meet a demand in tire same wav as piece goods 

are imported. 1 his accumulation of the precious 

metals is fat greiter tuan would be necessary to 
develop the railways, schools, rnikges dec. which are 
required at the present time li tne gold absorbed 
m each year had been invested m railways at the 
ordinary rale of 4 pci cent.,the rnteiest alone would 
amount to Us. 1 3 crores per annum or in the aggre- 
gate to over Rs. 132 crores. Had this been so in* 
vested there would have been a great increase in 
production with a very considerable increase in Well¬ 
being." * 

This is true enough. Some of the gold coming 
into the country is, even under existing conditions, 
being probably used for productive purposes. 
But the producers are so scattered and the amounts 
falling to their lot are so small that the gold imports 

* Review of the Trade ol ladle tor lSlS-14, 



Indian Economics. 


1 U 

do nouxoake much impression on the industrial 
situation. If the Indian exports enable the people 
to bring more o£ foreign commodities so as to 
promote their economic development and well-be¬ 
ing, foreign trade must be a blessing, and the expan¬ 
sion of this trade is to be welcomed and fostered. 
This elementary principle is undeniable. The 
point, however, is that there will he a greater pro¬ 
duction of wealth and a larger number of people 
will benefit if some of the raw materials now expor¬ 
ted to foreign countries to he received back in the 
form of manufactured articles from them, could be 
utilized in Iudia and gave scope for the develop¬ 
ment of the talent, skill and enterprise of Indians 
themselves. Were it nor for this feature of the 
question, there would be no international struggle 
for the capturing of markets, pushing and dumping 
of manufactures and a keen struggle for the promo¬ 
tion of national industries. ,/ 

95. Effect of Railways. —Railways and 
metalled roads have accentuated the economic revo¬ 
lution described above while they have, at the 
same time, brought about a better distribution of 
commodities among the various parts of the country. 
The motives which animated Lord Dalhousie in his 
enthusiastic advocacy of the promotion of Public 
Works, were more political and military than social 
and economic. “ It was Lord Dalhousie’s dream to 
strengthen the domination not only of English rule, 
but English trade arid commerce in India and the 
permanent interests of this country were subordi¬ 
nated to this all-engrossing ambition. The contem¬ 
poraneous rise of the school of Free Trade in England/ 
and the great reputation which its apostles enjoyed, 
furnished the metaphysical ground work for this 
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essentially selfish and grasping policy 
of India to t 


RJwWrewSw 



Indian agriculture enabled it to export for the feeding 


aruTraaintenance of the I .aucashire ruahuTactorils. 
IruTia was to devote alI") tT cnTrgiesToTdTSS Yliift rkW 
exports, and canals, railroads and improved communi¬ 
cations were to be pushed on at any cost to facilitate 
the export of law material and the import of 
English manufactures. India, own industrial needs 
were of vomparativelv no conset nonce 4 . " 

Anomalies of riuiwav rati : which tend to en¬ 


courage thcjexpoitj of raw _m uej.ij.tls ;>ud. .imp cuts,qf^ 
manufactured goods at the cost ot indigenous nidus, 
trie?and internal comum e, ,.ug :t yjmnduig grie- 
vance.t I ho situuion in India in t\, matter oT her 

v V v „ „ » 

railways and trade ,s pecuhur and ,t < tuuparUon of it 
with the expanding cerrm.f rep of vdl -governing Do¬ 
minions, (m :nst mce, while railways natc bren 


constructed with boiruuid c.titn, is misleading* 
Besides tire diflic ,!t\ .ihou 1 r nlwav iates>, which 
hampers th j growth ot mht-ui.s th ic »> another 
feature of Indian co au.croe that must be noted m 
this connection, idle total v.J ie oi India s sea¬ 
borne foreign trade which u .ohed Rs. -Mo crores in 
1’>13-14, has evoked express tm** ot satisfaction. But 
“who handled all tins ? Ho n loading mio the railway 
trucks to the phuc oi consumption m the case of 
exports and from elie place ol manufacture to almost 
our doors, in the case oi imports, w*e do not deal 
with it. We buy and sell in our towns and villages ! 
and we have nothing practically to do with it be¬ 
yond our Roses. "§ If the charges for financing, in* 

* joabi'i Writing* anti Spaeche* , ages 674-675 
i- Proceeding* nftii* Viusioy's Legislative Council- 
§ Report ot Eighth Indian fadis*ui*l Conference, pngt tiv, 

•* 
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surance and so forth, connected with this large 
volume of trade, are calculated at 5 per cent., the 
loss to Indian people will work at Rs. 22 crores a 
year 1 This is why the growing foreign trade and 
the expanding railways of India do not bring in to 
the people an adequate return, and do not bear com¬ 
parison with the eminently satisfactory state of 
things which characterises other countries which are 
developed by railways. 

9tJ. Means of Communication. —During tho 
twenty years l892-191i,the total mileage of railways 
has more than doubled. “Railways have now jink¬ 
ed up different parts of the country and have con¬ 
stituted India into, as it were, one market. The de¬ 
ficiency in one part of India now makes itself ielt 
all over the country within a very short space of 
time, and is made good at once, the rise in the price 
level being comparatively small. Every village and 
every district which is connected bv rail are no 
longer self-supporting uuits. I'he powerful and 
u biq uitous agency of organi/ul commerce has taken 
the place of the former system, the isolated and 
self-sufficing village. "' IndoN numbers showing the 


growth of 

railway 

mileage and traffic are given 

below:— 
Year. 

Railway 

I’assengers. 

Quantity of 

1890 ... 

mileage. 

95 

... 88 ... 

goods. 

83 

1895 ... 

109 

119 

123 

1900 ... 

138 

137 

h7 

1905 ... 

156 

192 

201 

1910 ... 

178 

288 

240 

1911 ... 

182 

302 

261 

1912 ... 

186 

•*•• •!« • * # 

«•« 

II 

<2 

i 

<5 

J 

on H>*ii 1’nwM. 
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Taking the average of 1890-94 as' 100, we 
notice that the increase in the number of passengers 
in 1911 was represented by 302, and in the quantity 
of goods carried, by 261. This extension of railways 
has revolutionised the internal trade of the country. 
The construction and up-keep of metalled roads 
have assisted in this revolution and owing to the 
good prices which producers can command, there is 
a great demand for the construction of feeder lines 
and of roads to link up the interior with the trunk 
lines, t here were in pre-British times a few fairly 
good trunk roads, and it was only in the fifties of 
.he last century that a systematic effort was begun 
for extending these communications. The railways 
themselves mated a demand tor metalled roads and 
the Public Works Department and the Local Boards 
are now charged with the responsibility of main¬ 
taining communications. 

This improvement m communications lias stimulat¬ 
ed trade from the intoior to the ports and between 
different places in the 'me'ior itself. Many of the 
railways have diverted the old course of trade, new 
centres have been formed and the prosperity of old 
trade centres has declined. In the interior of the 
country, bullock can are still indispensable for the 
transport of goods, though the railways have con¬ 
siderably displaced the c «rts and the pack anina.ds. 
The old cat avails are nu longer necessary and ex« 
change has been vastly increased by the reduction 
of the cost of transport. Kiilway and maritime 
freights have steadilv gone down and India's foreign 
trade 1ms thereby expanded with great rapidity. 

97. Inland trade. —Complete and reliable 
statistics for internal trade are not available. Out 
from those that arc compiled, it is estimated that 
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the inlar]d trade is jnore than double the foreign sea¬ 
borne trade. "If, to the former, are added the trade 
Ky rail and river between the internal divisions of 
provinces, (which is recorded but not taken irdo ac¬ 
count in the Imperial accounts ), as also the coasting 
trade, the total internal trade comes to about three 
times the foreign sea-borne trade. The rail-borne 
trade, however, it should be remembered, between 
one station, and another within the same internal 
division oi a province, or within a Native State, is 
not recorded.” Hit- port towns of Calcutta, Bom¬ 
bay, Karachi and M idrus play an important part in 
the internal trade and the bulk of the traffic repre¬ 
senting about two thirds of the total trade, flows 
directly to and from the chiet ports. 

“The articles of exports an* trerierally indigen-' 
ous, and the importance oi the provincial trade de¬ 
pends on the production of the staple articles in the 
res* cctive pro vim cs. Bengal's position in the in-' 
land trade is hi<_>h on ■.ooonut < f jute, rice and other 
food-grains, oikseeds. coal ami te i produced in the 
province. Bihar and Oriss-i is umortant for its enor¬ 
mous production of coal, ica is the staple pro¬ 
duct of Assam. Cotton, wheat and seeds of the 
Bombay Presidency and Sind ; < oiton and ground¬ 
nuts in the Madras Fresidmcv, spring and winter 
crops (e. g., rice, wheat, gram, lin-sc •d, rape seed^ 
&c.l in the United Provinces and the Punjatf , 
chiefly account for the mure movement of thesti 
articles to Calcutta, Bombay ports, Madras ports and 
Karachi.” The coasting trade from me port to an¬ 
other in British India, Native States and Foreign 
Possessions is of a similar character, and its net 
value in 1913-14 was Rs. 63.44 crores. The land 
frontier trade is much smaller and was valued in that 



Extinction or Indigenous shipping. 189 

year at Rs. 21.44 crores. Persia, Afghanistan, Dir 
Swat and Bajaur, Central Asia, Nepal, Tibet, 
Sikkim, Bhutan, Western China, Shan States and 
Siam, participate in this trade. The imports from 
these places consist mainly of raw materials such as 
wool, timber, hides &c. and the exports to them of 
piece goods, metal manufactures &c." 

98. Extinction of Indigenous Shipping:— 
" Thus has passed away one of the great national 
industries of India after a long and brilliant history, 
covering, as we have seen, a period of more than 
twenty centuries. It was undoubtedly one of the 
triumphs of Indian civilization, the chief means by 
which that civilization assi ted itself and influenced 
other alien civilizations. India now is without this 
most important organ of national life. There can 
hardly be conceived a more serious obstacle in the 
path of her industrial development than this al¬ 
most complete extinction ot' her shipping and ship 
building.” In these words does Prof. Radhakumud 
Mookerji deplore the disappearance of one of the 
great indigenous industries of India. The total ex¬ 
tinction of Indian shipping and the entire depend¬ 
ence of this country for transport of its exports and 
imports upon the mercantile marine of other coun¬ 
tries, is only a feature of the economic evolution 
which is the subject of the present chapter. 

At one time Indian shipping was extensive and 
the ship-building carried on in Indiau ports was a 
profitable industry. But tho old vessels and sailing 
ships have been displaced by foreign steamers most 
of which are of very high carrying capacity. And 
the total freight on the growing foreign trade of the 
country means a loss of no less than Rs. SO crores 
a year, to which must be added the heavy loss to the 
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people on account of the disappearance of a valuable 
industry. An idea of the foreign shipping engaged 
in the Indian trade may be obtained from the 


following statistics. 

No. of vessels. 

I ons (1,000) 

Average. 

1910-11 8.5 Pi 

14,994 

1,751 

1911-12 8,868 

16,616 

1,874 

1912-13 8,74 

17,484 

1 ,<>98 

1913-14 8,617 

17,586 

2,018 

Since the opening of 

the Suez Canal, foreign 


trade has been carried mostly in steamers at the ex¬ 
pense of sailing: vessels. "A few sailing vessels still 
visit Calcutta, but the vnilhig ships entering other 
ports are now almost entire!v tho-c class* J as native 
craft which, though numerous, coutnruted in 1913- 
14 less than one per c«.nt. of the tonnage, and were 
engaged in trade chiefly with hast Africa, Arabia* 
Persia and Southern Asia. 1 hev are slowly but 
surely disappear ingfac vcy-et wnich enter and 
clear the ports of India for the most part flv the 
British flag, the tonnage of vessels smb'ng under 
that flag representing about 7 - per cent, ot the 
whole, of which 2 per cent, is the tonnage of vessels 
under the British Indian registry.'* 

99. Foreign Shipping and Subsidies.— 
Vessels belonging to foreign coimtri* s arc obtaining 
an increasing proportion of the cart)in«» trade, and 
the Governments of those countries pay large sub¬ 
sidies for encouraging navigation, ship-building and 
the extension of atearu-ship routes. The total 
amount of subsidies of all kinds paid by the Japa¬ 
nese Government to its steara-ship companies in 
1911 came to more than Rs. 2 crores. With the 


* Review of tbe Trade of India, 1915-14. 
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help of the Slate, Japanese industries and trade have 
been making rapid progress, and shipping and ship¬ 
building have not been neglected by that progres¬ 
sive nation. The following table shows the nation¬ 
ality of vessels entered and cleared m Indian ports. 
The figures exclude native craft and vessels engaged 


in the coasting trade :— 
Nationality of vessel 

s odcied and 

cleard. 


1 

, 1^1 

i tz 

IV1 I"' 1 ■ I i ’ 

lVit-O 

1 

tSi; -tfj 

British . . ... 

117 < 

•,! i kl. 

4,f07 

?i,0{i7 

British Itvii in 

« 4 7 

' S 

1 O 1 


Jap.,nes« ... 

t 

:ji 1 


1 

7(iJ 

Norwegian 

t’4 l 

l « ' r.V 

1 

i77 

Dutch 

1 

- a 

t ') l ' i 

:,,s 
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1 



Vi 

Kuv.ian ... 

-5 

< *4 

" i 

>! 

>..« .. , 

f. 

* 1 i 

i 

- 7 

4o 

ireri.ii ... 


- 7 


y 

German .... 

l.: 

< >v W 

" 
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... 

Auattwlluu",an .n ...( 

7 j 

.4^ 

S.s 

... 

Other run tonalities ... 

j 

: j 

a} 

X) 

St 

Tolfti 

,cco 

r,ioi u.sro 

6*34* 

H.44V 


It may be contended that a large mercantile 
marine is not indispensable to the greatness, or even 
to the prosperity of a nation, and the contention 
may he bused upon the thcon oi division of labour 
among nations and of specialization. It is beyond 
all dispute, however, that “ maritime transport is a 
lucrative industry, and that a country which, like 
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Holland in former times and England to-day, trans¬ 
ports the goods of all other countries will find profit 
in doing so ; while the country which has to apply 
to other countries to transport its own products 
must evidently pay the price of it. Thus France, 
who transports only a small proportion of her ex¬ 
ports, has to pay over £12,000,000 annually to 
foreign ship-owners ; while England who transports 
two-thirds of the tonnage of the whole world, and 
who besides builds ships for all nations, gains by 
this two-fold commerce over C 80,000,000 per 
annum.”* Gide, who describes what strenuous ef¬ 
forts the French Government has been making to 
promote the growth of French shipping, anticipates 
the Free Trade argument 'that it may be much more 
advantageous for a country to have its goods trans¬ 
ported cheaply by othei countries better equipped 
for the purpose than to do it itsell and asks in reply 
‘whether it would not be irood fora country as 
favourably situated as the others to do it itself.’ 

With a growing foreign trade India is nowhere 
in the matter of shipping and ship building when 
compared to other countries. Here is an important 
avenue of wealth creation for the Indian people. If 
kdia can transport her imports and exports.in he* 
own steamers, she w ill save Rs. 30 crores a, year in 
freights and will give employment to thousands of 
workmen of all grades. It is anomalous that India 
should be entirely dependent on other countries in 
a matter like this when the traditions of the people 
ensure the success of indigenous shipping and the re¬ 
quirements of economic progress demand develop, 
ment iu that direction. 


* dido; Political £eoMsay. 
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100. Summary.— We have attempted to 
explain the condition of Indian trade, seaborne 
and inland, in this chapter which we have headed 
‘Economic Revolution,’ and it is hoped the 
reader lias realized how the revolution came about. 
From the claw n ot history down to the eighteenth 
century, India occupied a pie-eminent position in 
tiie world a-, a great in.niatuul anion nercial coun- 
Uy, whose wealth atlmituu > its .-nore; merchants 
from ad quarters of lV: Die. In i< m milliners 

ventured to d.start -eis i" 1 the , ’ > 1 ioU of the 
Indian soil u'l . of I. inn v;::., i„.'u up lound a 
inarKet m t .u-jil lands. 

l’he fame ot Ind’an w -»1 1 1 1 c 11. nope m n it ions 
to co apetv. with one allot i >. w, an* . i mono¬ 
poly wl tude V. til t‘l 1 >11 itl V all 1 .OUee the ft V 
hlishment ol . nt:»n >r.uctu. v m India, hci foteun 
tiude ha-i ate iJd, mciease !. , u- n oi J uMiiir 
cation m the co.»ntiy were, n .icor, v< p' detective 
and met clamt-. c mid not pn., tr , <_• tiie inter.;r. Uut 
with the a vc a ui rcUv, -.ti'it'on uuoerwent 

an mipoituut change, l ie , < ..,'c ,t ua versed 
by trunk line. which c u..ie u t e, jU'. v\ itit the 
interior, and tne m«rket t m i 1 . ]i t<*« 1 lev steadily 

expanded in foieigu e o.i.iti.es,-■» in ha provided a 
widening muiket for the ui.ukh teitires imported 
from abroad. 

The influx ol large qu unities oi cheap fabrics ’ 
manufactuied tu fiu'tui ie, :uti with steam-power, 
steadily displaced from the Indian market the pro¬ 
ducts of indigenous industries, and India tended to 
become moie and more a predominantly agricutural 
country *. sporting raw materials and taking in re¬ 
turn for them finished goods. Improvement of 
communications bus lowered the cost of transport 
as 
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and the Indian cultivator has been brought into con¬ 
tact with the western consumer. Foreign demand 
for India's i aw materials has enhanced their value 
and to that extent the purchasing power of the 
Indian ravat has increased. This must, however, be 
regarded as an incidental gain, not sufficiently large 
to compensate for the loss of productive power 
which the decline of Indian industries has entailed. 
The economic revolution has thus proved disas¬ 
trous to India and a counter-revolution rehabilitating 
India’s industrial position urgently needed. 

The extension of metalled roads and railways has 
revolutionised the old system of exchange in the 
country itself as that with foreign countries. But 
the policy of railwuv construction was not pursued 
with a view to the encouragement of indigenous in¬ 
dustries, and has only resulted in their decay. The 
foreign trade of India, u Inch is going up by leaps 
and bounds, i» also not m the hands of the Indian 
people an ’> the huge prohts made on it, do not en¬ 
rich the countrv. The .-hippier; employed in the 
transportation of exports and imports, is not Indian, 
and the linancml organisation is notm Indian hands; 
and thus mores of rupees which would have other¬ 
wise recaai ; cd in India and increased the supply of 
indigenous capital, are lost to the country. 

On the orthodox theory of international ex¬ 
change, this position is an illustration of an inter¬ 
national division of labour and of specialization. 
But we cannot view the situation with such com¬ 
plaisance. The rustication of India is a great danger 
and her people cannot be satisfied witba mere theory 
when other nations have pushed their commerce and 
industries with the direct and indirect assistance of 
the State at the expense of India. Thft doctrinc o£ 
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international excMBge. is . comet, but. ..C fimU U a afc, j a 


«re .bnorari w dt.M a r W j U « r. ,J ^ l°,. y « 
not cBRWIStSoTo benefit by foreign trade under 
easting:,circumstances. I^^I^iuiS^ST^clTerfetoreTmariu- 
{ucture her rajjT materials more TnTn iof gr’TOZTlie r 
people must control k«?,r trflde.ii^us^rie^^pping 
and financing. inis is ihc counterrevolution to 
which we look forward ana trie euermesoFtn* 


people and the State mu t be bent Iowan 
attainment of that goal. 
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1 * ( , s’ 

IOL Freedomof frade — i h< account gium. 
in the l,*>t i ’ t ** * *.! 1 o .elution winch 

hast. ui]uu‘ u Tr t 1 i r> ! i <1 the people to 

thest.de ;i p'u ’ .-r- o i t v. met t' ,1s andconsumers 

of form M' ”.tn t * *'» 1 > i > h i atnrnllv to 
a d’sc’i’Hui! ci the c t - '* w i tv: it is desirable 

tr- 

that trade should be K ft to take is ow n course or it 
should be so regulate 1 as t ) n ivc in certain channels 
with a view to it*' confcrnnrr upon the nation speci¬ 
fic benefits, real or ~ .ppjsed. A \vc have shown in 
the last chapter, the the rv of j denial! wil trade 
extends the I h:a ol the simple uni mutually bene¬ 
fited exchange between in hv,.iu>i!s,to the commerce 
between communities and countries mid on that 
theory, nothing can be more detrimental to humanity 
than any restrictions upon free intercourse between 
nations. 
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This theory took a long time to develop and to 
be put in practice. Commerce with strangers was, 
for centuries, looked upon as a bargain in which one 
of the two parties derived benefit, and foreign trade 
was nothing but the exploitation of foreign countries 
for the advantage of one's own nation. The_ Phy* 
sioemts beli eve d ijiut foj.ig 4 ttade*iilte 4o.tiiesUc, 

produced no real we-1th and if one of the parties to 

~ , * *«.***« «*<*“ 

the bargain gained, it was at the expense the 
oy^er. They, bower er, condemned tin restriction of 
foreign liude on the giouud that liberty and free 
competition alone mad*' plenty possible. 

102. Mercantilism.— 1 he Phvsiocratic doc¬ 
trine rcpicviiteJ the r_,ct. .u which ook place in 
France tgahi-t More ant m v it. i held the Euro¬ 
pean field for ne.rlv t‘i ec hundred years. Adam 
Smith,foliowm r tud up ’"l'lP'n lie Physiocrats, 
leti thi'nr >■ , nn m in I’ngbin], ml t n policy of 
comniurtiil ’C truti >n b one discredited there till 
in 84' the I i • u W-, ) nterutti mil exchange 

were thrown oti anti n' hi •') free trade was 
planted mo th ntid !«> !>< f 3 h :nciv,i itihsm. It 

was at one time the f »-h on to n wholesale con¬ 
demnation upon the thought aid polity of Mercan¬ 
tilists but they lute recently been better appreciated. 
Mercantilist tei denc.es wiuchjucr ailed in Europe 
in the sixteenth, «crenteen'h ami e ighty, cpth can, 
tunics, are thus sumni di-oif;—"TIT’|Towards over¬ 
estimating the Importance of possessing a larjje 
anioutjt of t he p reciatb met fls; (!) towards an 
SgjB - e J.^^Ul40.aLi9L^a, t rndeoverdom estic, 
ami (b) of the industry winch works up materials 
over that which "provides them: < 3 ) towards 
aU^chm^tpolughjt yaluejo a dense ,popiO^& « 
*£. ! le H e a.t?. f j ‘ and ^) towards 
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invoking the action of the state in furthering 
artificially the attainment of the several endrthtt* 
proposed as desirable,"* 

In spite of the obvious errors and exaggerations 
of Mercantilism, the circumstances of the time, it is 
now conceded, necessitated its adoption and even 
rendered it beneficial. Even Adam Smith justified 
certain exceptions to his general doctrine of liberty 
and approved of the Navigation Act on the ground 
of defence being more important to a nation than 
opulence. The theory of commercial freedom was 
perfected by Adam Smith’s followers, and in the 
hands of Ricardo and Mill, it assumed a rigidity 
which in its turn, provoked a reaction. By the 
middle of the nineteenth century, the Free Trade 
theory of the Classical schoul had won a complete 
triumph in Europe. " Freedom of international trade 
was accepted as a sacred doctrine by the economists 
of every country. In Germany, as in England, In 
France as in Russia, there was complete unanimity 
among scientific authorities. The socialists at first 
neglected this topic, and when they did mention it, 
it was to express their complete approval of the 
orthodox view ”f 

103. Reaction— But the sens* of triumph felt 
by the advocates of free trade was rudely disturb 
e3"by the 

PolTttcaF"Ecor iomy. T he political and economic 
condiltdfrof tjermany favoured the success of his 
book and of the new doctrines it preached, and the 
publication of List’s woik was as great a land-mark 
in the development of economic thought as the 


* Ingram ; Hictory of Political Economy, 
t GU* »»<1 Rift: A History ot Economic Doctrine*. 
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appearance of the Wealth of Nations had been two 
generations before. List's work was characterised 
by originality, and he was a pioneer in the field of 
developing national Political Economy. He intro¬ 
duced two ideas that were new to current theory 
namely, ' the idea of nationality as contrasted with 
that of cosmopolitanism, and the idea of productive 
power as contrasted with that of exchange values. ’ 
High hopes had been entertained about the 
spread and acceptance of tho free trade doctrine, 
and it was believed that a new era of universal peace 
and amity hud dawned. But tni> dream was shat¬ 
tered by the awakening of national conscious¬ 
ness in countries which were economically back¬ 
ward and by the growing desire among them for 
manv-suied national development. List maintaine d 
that regulation of tiudo and industry wa, necessary 


tor the systematic development ot a nation s re- 
sourESTau3'of Tfs TatmVtT’rorluctTvti' caiucit vT wliic ^. 

TompefilTorT. " The 
American economist, Carey, directed hf$ Attack, like 
List, against the industrial pre-eminence of England 
and substituted for the idea! of international division 
of labour the ideal of independent nationality, each 
nation devoting itself to all branches of economic 
activity, and thus evolving its own individuality.’’ 
jThe wave of reaction which was thus ushered in 
spread all over the world, and there is not a single 
country in the world to-day, excepting England, 
which has not discarded the absolute doctrines of 
the classical school of Political Economy. And 
even in England the movement against an attitude 
of indifference towards commercial and industrial 
organization, has gathered force and the experience 
of the greatest war known to history has oeces 
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sitated a revision of national economic ideas and 
policy. 


European rations, in UiQ.ium.Ql .1'rotectiOn, en¬ 
deavoured to stimulate manufac tured exports and 
to^dlscourage imports IromTor^ij^n co^lms, except 
raw materials ami theprooio.t>nu.ulo. I hey excrcis* 
e;fu' rlgTd "editf i^’oveTT! i c r u!o ol their colonies iu 
the West anil the Hast and manipulated it in such a 
wav as to benefit the nijl.»vr country at tne expense 
of their economic det eiu me ,i. buuin monopolised 
the trade with her colonies i i the ncvV woild and 


tried to prohibit other t" .*.’2 c ■> fiom participating 
in it. The wars o*’ hn_h<n-! with >pam, Holland 
and France duri < the mu and eighteenth 

centuries weie eolom 1 mvi • "i rihul ..ms, and 
the jealousies \v inch lu\ i .na t'n ii.eudlv ? ela¬ 
tion s of European pawn: v., . t tl u i, dutn./ 

recent years, Iiave I'cui ..Is «. m ill ,d. 


The scttlena nts, picte* u*i ,U ,nd sph r< of 
influence of bun peaii j owi■ n* ...... .vinca and 

America, which are mha . at imo. w ..d iai.es me 
iields ol economic expioi a , .ti, .md i.tu.wpts are 
made to keep them as presortei Sat the Undo and 
industries oi the nnTui counin. But 
colonies where while population- have settled, cell 
no longer be treated as plantations u-., d to be in 
olden times, and the Ameiicnn aar of Independence 
taught a lesson which lota been taken to heart. The 
tendency now is to d»u*v teg*. ther countries inhabit¬ 
ed by people of the same race and bind them by 
ties of preferential tarill's. Large agglegates thus 
form customs unions and they trade freely among 
themselves, only penalising the trade of foreign 
countries. 
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104. Colonial Policy .--While tariff wars Are, 
therefore, waged with foreign and rival countries, 
concession* are given by friendly nation* to one 
another. The tariff reform movement in England has 
thus two aspects: iuia.intended, .to. 
industries against the encroachments of foreign jpa- 
tions f and by it the Donain ions are to be linked close- 
lyTothe mother countiybya scheme of preferen¬ 
tial trade within the Empire. Mr. Joseph Chamber¬ 
lain initiated the movement soon after the Boer war, 
and though, owing to the continued prosperity of 
England, in spite of or as a result of her free trade 
policy, it was discredited for a time, the world war 
added a tremendous weight to the demand for 
Protection and Imperial consolidation. ^ 

This essence of British Imperialism and Tariff 
Reform found cleaT expression in the speeches of Mr. 
Chamberlain and the writings of the Tariff Reform 
League. In March 1907, the London Chamber of Com¬ 
merce passed the following resolutions “This 
meeting of the London Chamber of Commerce is of 
opinion that the present fiscal system is no longer 
suited to the needs of the country, and that it 
should be altered in such a manner as will enable 
us, first, to promote t he comme rcial union 

a .proportion, of o ur 

our industries from t he utifair^p jpp fi |^M^L l52£SIg tt 
countries.”* 

' "YSe*case for British Tariff Reform and prefer¬ 
ential trade within the Empire, stands or falls witli 
the general theory of Protection an d its applicabi- 

*Se* tbe Author'* ladi*n industrial »»d Economic Prohit**, 

Chap**** l •&MI* 
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Jity to the peculiar conditions of England and tha 
other parts of tho Empire. Round no subject hat^ 
such bitter controversy raged as round that of the 
comparative merits of Free Trade and Protection. 
Let it be noted here that P rot ec tion as commonly 
understood and defined, is a systematic"attetnpf 'lo 
develop the industries of a nation by the imposition 

ported from other countries, import and export du- 
ties are the usual means employed to protect and 
promofe" Industries and td”TetaTmte “ upon foreign 
countries For their policy of restriction. Those who 
sire opposed to Protection, insist upon tho absolute 
freedom of trade as being essential for the develop¬ 
ment of a nation’s resources and regard every inter¬ 
ference of the State with the freedom of competition 
as detrimental to the best interests of the commu¬ 
nity. Protection has reference, therefore, not only 
to restrictive import and export duties but also to 
other measures taken by the State such as bounties 
and subsidies, for the protection and encouragement 
of national industry and trade. 

The Protectionist's potent weapon, however, is 
the import duty with which he fights with the 
foreign manufacturer and seeks to keep out his com¬ 
modities in order to give a fair field to the indigen. 
ous producer. This policy is a legacy of the timet 
of the Mercantilist regime, and spirit of modern Pro¬ 
tectionism is the same though the form of the pro¬ 
tection given and the grounds on which it is givei^ 
may have slightly changed. Advocate# of Protec¬ 
tion also seek to reconcle their theory to the gene¬ 
ral development of economic doctrines and thus to 
defend themselves from tho criticism which Is re¬ 
garded as justified against Mercantilism. 
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105. The Controversy.—Opinion on thie ques- 

tion of choice between the laissex faire doctrine end 
benevolent state intervention for the protection of na¬ 
tional industries, ranges over a wide area. Some 
pin their faith to the natural order and the bene* 
licence of free competition ; others, while accepting 
this doctrine in general, would relax its rigidity 
under certain exceptional conditions ; and several 
maintain that under a system of natural liberty, a 
nation’s prosperity is endangered and therefore 
State regulation of industry and trade are absolutely 
essential. While on the subject of international 
trade, we have shown that in theory exchange of 
commoditions between nations, as between indivi¬ 
duals, is advantageous to the parties concerned, but 
that iii applying this theory, certain peculiar circum¬ 
stances have to be taken into account. As a practi¬ 
cal measure, therefore, protection will not be a pana¬ 
cea for all economic jills as frqq tffi dcjyill not prove 
uniformly beneficial. 

Economists have taken pains to expose the 
common fallacies underlying Protectionism, and 
some of the absurdities of that position, though not 
obvious, are not difficult to appreciate. The faith 
of the free trader in his favourite doctrine is also 
touching, and it is necessary to find out what truth 
there is in the contention of the two sides. What 
coin » ercial policy it is desirable to pursue in India* 
will best be decided in the light of this discussion. 
iThe Protectionist is wrong, it is contended^in think- 
Im^thatinternationa 1 £j&bhmki. ovilaad 

he caa.icsuict .imp.Qti&..vilhout. hampering tb* 
urse of exports. It is by a division of labour 
d specialization among nations that the produc¬ 
tion of wealth can be conducted under tha moat 
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economical conditions to the benefit of humanity. 
Competition gives stimulus to production and en¬ 
ables the best that is in nations to come out. Pro* 
tection levies a tribute on the whole community for 
the benefit of a section of it and the artificial 
fostering of industries is wasteful. It does n|rt 
matter which industries flourish in a country so }<n$g 
as it can exchange its products for those of ofchpr 
nations. Protection, dulls t he edge of industry 
creates jealou sies among^..nations .Aud.jiia turbs the 
p&acn of the -world. 

Protection can not certainly work wonders and 
it must work within certain limits of general econo¬ 
mic advantages. "On the other hand, the free¬ 
traders fail to make allowance for an important ele¬ 
ment in the problem. The essence of f ree-trad e t| 
cosmopolitanism ; the essence of protection is na- 
tionajifm. Free trade holds up to our ontempla- 
tion the ultimate economic ideal, but fails adequately 
to reckon with actual forces. Die univer sal republic 
is„ftrJtllhfe.distance, and the separate nations still 
have an important function to subserve in develop- 
iqgjtheir own individuallity and thus contributing 
distinctive elements to the common whole. Legiti- 
mate competition presupposes, as we have seen, a 
relative equality of conditions; as long as the 
growing nations of the world are in a state of eco¬ 
nomic inequaFlj, we must expect and not entirely 
disapprove the effort on the part of each to attain 
equality by hastening its own development. TJlti- 
raately, no doubt, patriotism will be as much of an 
evil as particularism has now become; but in the 
present stage of human progress patriotism is a 
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virtue. Free traders often overlook the sotmd ker¬ 
nel in what seems to be the apple of discoid."* 

, This is a sound conclusion which, an unbiased 
and practical consideration of the argument on the 
two sides, leads one to accept. I f pnd iff 
t a nation shouM resort to protecti 





nundim'JW 1 “Ibl 


yet ful ly deve l oped, it may none 
a jgle to accele rate the pace in . tjigJulaiestS ttUt&PiEfl 
immediate'natibnaT progress, with the ide a that the 
[coptrlbutions of fully mature and ec onomically we ll-* 
rounded nations to the commonwealth of the globe 
will in the long run exceed the gam from j&J*fl8y£P 
ana^ffiS^iaJRr-evoTCftrdnJ* 

Some of the evils which come in the wake of 
Protection, are patent, and freedom of exchange and 
of competition must be ensured as far as practica¬ 
ble. But compe tition may be unfair and tfr ff •wgalr 
par^hjftsJSLSa- prdtcct&d by the intf.rvcniino.jaf the 
S^to. Restriction may also become necessary for 
national defence, and the larger interests of the 
nation as a whole may require the imposition of 
restrictions on freedom, and the regulation ot ex¬ 
change. in ternational harmo ny iy a (fcsirahU ppd 
noble idea i7burno^ 7iaticn can afford to look on up. 
concernedly while 


preparing to attack it . If another nation sets up a 
rival industry and promotes it by means of boun¬ 
ties and subsidies so as to kill your industry ulti- 
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niately, yon hire to tike measures to protect it. 
Bolstering up of industries in the face of natural 
disadvantages, is a wasteful proceeding, but stimulus 
given by the State by means of import duties, finan- 
cial assistance, scientific advice or otherwise, may 
create conditions that will prove favourable to the 
revival of old or establish men! of nc .v industries.* 
106- The Indian View. We have briefly described 
in the last cl.apter the economic revolution which 
took place in India in the course of the nineteenth 
century. England was, at the time the revolution 
commenced, in the gnp*of the protectionist and 
colonial policy. Hear} import duties were levied 
upon Indian nianutactures goings into England, and 
instead of conserving ai d improving the, nascent in* 
dustfTes'of India A the I ast India Company looked 
only to its dividends and political power. Whea 
^England’was protectionist, Ind a suffered from pro¬ 
tectionism and when free trade became the fiscal 
acreed of that countrv, India still continued to suffer 
'owing to unfair competition and neglect of the indi¬ 
genous industries. Indian people had httle voice 
in the governance of the country and the determi¬ 
nation of ns policy, fiscal or otherwise. Their 
interests could not, therefore, be safeguarded, when 
other interests, notably those of British manufac¬ 
turers and merchants, came in conflict with them 
To honest freetraders i» did not rtaUtrif one after 
another Indian industries deccaved and the country 
came to depend entirely upon agiic-d u*e, I he) re¬ 
joiced that the fore.gn trade of mdia steadily ex¬ 
panded and thev pointed to it as a measure of pros¬ 
perity. Opponents of fiec trade wanted protection, 
but not for Indian industries. Indian markets were 
to be thrown more widely open to British menu- 
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factures and closed to foreign goods. India has bad 
no independent fiscal policy consonant with tbe 
opinion of the intelligent public. 

"Public opinion in India is overwhelmingly 
protectionist. If she were granted her fiscal free¬ 
dom there”is no doubt that she would use it to erect 
a high tariff which from the nature of her trade 
would be directed chiefly against British goods.*’* 
This impression formed by pi of .Lees Smith, of Indian 
feeling, correctly reflects the situation. Being a 
confirmed believer in the doctrine of free trade, an 
examination of conditions in India, convinced him 
of the futility of protection and led him to the con¬ 
clusion that ‘India needs a strong free trade school 
among her thinkers and administrators . 1 Among 
' the hitter he ranv find u large number of free traders. 
But in the peculiar situation in which India stands, 
he hopes ip vain for the establishment, ofj* free- 
trade school in this country among Indian thinkers, 
■fhe fatter appreciate the good points of the free- 
trade position and the drawbacks of protectionism. 
But in.their yiew the balance of advantage lies in 
protectionism judiciously applied. 

Earlier Indian thinkers were strongly impressed 
with the advantages ot free trade for India, but they 
found that the Indian fiscal policy w. s not genuine 
free trade and that the political and economic condi¬ 
tion of India provided a clear case for the adoption 
of protection, or it came under the exceptions ad¬ 
mitted by free traders themselves. Since 1883, the 
Indian tariff has been u revenue tariff and the 3 $ 
per cent, import duty on cotton piece goods it 
counterbalanced by a countervailing excise duty 
on doth produced in Indian mills. No fiscal 


* II. B. Law Smith: India ami Uw Tariff PraWam. 
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measure has evoked a stronger adverse criticism in 
the press and the Legislative Councils, from Indians 
and Europeans, than this unjust impost. But the 
Government of India, even though sympathetic, is 
helpless and the Secretary of State for India cannot 
resist the pressure of Lancashire.* 

107. Indian Protectlonlsts.-ReFerring tothe 
comment of the Times of India on Lord Salisbury’s 
telegram asking the Ind.au Government to abolish 
the import duties on cotton, that ‘the real object 
was to “nip in the bud” the rising factories in lndia-the 
ostensible reason assigned is free-trade,' DadabhaJ^ 
Naoroji observes “1 give credit to the Secretary 
of State for honesty of purpose, and take the reason 
itself that is given on this question, viz., tree-trade. 
IJikeJree-trade, but after w hat I have said to-night 
you will easily see that free trade between England. 
and..India in a matter like this is something like a 
race between a "starving, exhausting invalid, and * 
•trong m an , 'w ’itB;.a ^jad*-** Free-trade 
between countries which have equal command over- 
their own resources is one thing, but even then the 
Colonies snapped their figures at all such talk. But 
what can India do ? Before poweiful English in¬ 
terests, India must and does go to the wall.”! * 

Mr. Ranade exposed the evils of a lenssez fair* 
policy pursued in India and showed how State assis¬ 
tance was needed for the economic development of 
the country. His essay on Indian Political Economy, 
in which he attempted to apply the most recent eco¬ 
nomic theories to Indian conditions, has become a 
classical exposition of the attitude of I»dmn 

* Author'* GokWe «nd Etoooroie RtiortM, J4-J7. 
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thinkers on the subject, and his lead has been follow¬ 
ed by students in the present generation. Mr. R. C, 
Dutt'^ historical studies and his long experience as 
an / Jmimstrator led him to similar conclusions.$ 
SpeLking of the Swadeshi movement, he remarked:- 
J 'The Swadesjn .is, one jariick. all audiom. 

on earth are seeking to adopt, in the present day.., 
Mr. Chamberlain is seeking l.* udjpt it by a 3vstera 
of protection. Mr. Balfour seeks to adopt ft by * 
scheme of retaliation. Haute, O-manv and th* 
United States and it t the British < ''Ionics adopt it 
by building up a wait of prohilv'tr.e tariffs We 1 av® 

• -ttW*«MMfitrol over our fiscut lecrtflat cn : . nd we adopt 
the Swadeshi scheme, thcremre, 1 ’ i laudabT<fe'“'ff§b- 
-iOu c us. o ir h nit :u urt s. ,is far as prac¬ 
ticable, in preference to n unufaciurcs," * 

Studying the MHstmn of the e < irpan live merits of 
Free Trade ut.d Protection in re ..t'on to India, the 
late Mi. K. 1. t\ soy tan < totlu. 'oHung concia- 
«ion:—-“The ret um t of our * ' e.-tiga-tens appears 
tu me t( bt to.-, i he K jcv.nci ~ r nMinr.’y urged 
against a sytten o: lut<itici, ‘u i at .t ir u«trv 
whatever tiu.ir up; i v .... ns i t. ui an n ere ,ij- 
vatiCod m model.) > M> /nlnn , uu tout <. f force .n 
the ciuumstu • cs of this i, u tn I.< oi • _> sidy 
at the econon >V assets 'f ti cuts! *n, it appear* 

; that not merely is Frctcct on to nutm. man.u: wUiren 
l tinobjectiontibic, it is t\u .lesifaKfr' v *T-'e\ifcfgfl- 
! v ?tftnces of our country .'[* . 

‘ Mr. Wach.t believes gunerailv m flee, trade and 
is of opinion that “Indm ones us ilospiruv to¬ 
day entirely to tree-trade and nothing else ' He 

f lntlU m !hf \ i. a<rUn Age Chapter* on Hiturv ot Tttr»li*. 

* Speech at tb* Betnrai ta4u»lri»l Coo5e:« ,.c i$c„ 

* Select Wiu.n.g» »aU peecbe*, Vol. i, pefe l7?, 
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truthfully remarks that the export* and imports of 
India would not have assumed the present pro pod 
tions if there had not been unrestricted trade. His 
remark, however, that Indian exports are surptus 
products, that ‘India is so self-contained that it can 
produce all it wants and still export this immense 
quantity of materials' and that India would not have 
prospered if there had been no free trade between 
her and England, is not very convincing. Mr. Wacha 
piobablv refers here onlv to the increase of trade 
because he proceeds to observe that India’s old indus¬ 
tries require to be revived and that -these and other 
new industries would necessitate protection during 
their infancy.’ 'I am one of the convinced advo¬ 
cates of Free Trade,’ he continues, ‘but yet I consi¬ 
der that some protection is required for old indus¬ 
tries to be revived or for new industries to bo 
started.’* 

Mr. G. V^Joihi, whoso writings are full of in- 
spiration and information and sound reasoning, 
agrp^d, vvith Mr. Ranade, hi j tc.cnor and guide, that 


St ate as sistance and Protection were absolutely 
needed for the revival of the...Indigenous Industrie* 
of'IlTdlfin” Ffe'reg irded the dependence of the peo¬ 
ple on agi iculture as the sole means of subsistence, 
as the weakest point in India’s economic posi¬ 
tion and pleaded for a co-ordination of agricultural 
and nninuf acturing industries with the direct help of 
the State. Mr. G. Subramania Iyer held similar view®, 
and they are clearly reflected in the following quo¬ 
tation from his writings “The British nation 
|must be told frankly that the Indian people have no 
ioubt whatever in their own minds, that so long at 
the present so called Free Trade and unequal com- 

* F*ur P»ptr» wi Economic* m 4 Sutfafeo. 



iMDIAN PHOTECrriONiaTS, 


m 


petition continue, India has no hope of a future 
which will’be distinguished by material prosperity.! 
Xhe Swadeshi movement, which found enthusiastic 
advocates among the best thinkers ot the country., 
was based upon the idea of national economic deve¬ 
lopment ^ gjjd of Protection. Jf the State did not 
stimulate industrial progress, the people were pre¬ 
pared to promote : t by patronising home industries 
even at a sacrifice as ro isomers : and Government 
came to recognize the utility and 'easonableness of 
the movement. 

Mr. Gokhak learned hi> lessons on public 
que:» Li -ins from Mi. Ratted .■ and imbibed his spirit 
of inquiry ami study Jp i speech he made at Luc¬ 
know in 1-07 on the bn- .deslu movement, Mr. 
Gokbttle trace i the industrm' decay of India and the 
harm which free-trud** ’.ad lone to the country, ami 
Observed “It was, thereto!c. jo t he advanta ge of 
hngh md that there Thoald "be 

duties, as one lesult of s-n-h duties was to add to the 
Cost of the articles supplied to foreign countries.* 
But TbrrfPg this policy of free-trade upon a country 
circumstanced as India was*, was % yyfedUy., diffifftUl. 
thing and was bound to produce results of a most 
disastrous character.' !I... pi^bed'ed"*'««*^fh«r , StStc 
by a judicious system of protection, shouid then en¬ 
sure conditions under which new mfu.nl industries 
can grow up. And until the new industries can 
stand on their own legs, it becomes 1 ac- 
State to have a p rotectio n wall around . Ims is 
cady one of the richest natlon r 
in the world, and one whlciTwirTyet^“reach tiuri 
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108. Policy for India.— In their economic 

and historical studies, Indian thinkers have h/en 
strongly impressed with the measures which 
foreign nations have taken during the lust two 
generations to promote theit industrial develop¬ 
ment, and they have been convinced that the 
iea?oning and conclusions of the National School 
of Political Ecouu. ,\, mc appl'oabie to the con¬ 
ditions of India rattier than Uio theories ot imtu- 
ral law of the Orthodox Sch>ol. It is, therefore, fu¬ 
tile for outside critics to hope iur tin rise ot a t'ieo- 
t.rade school among the ecoi.omi' -.t.ideuts oi India. 
1 he latter appreciate the froe-tnd • doctrine in the 
a ©struct and w,l! !v ■>•-0 .eiierd ’>y it only to the 
extent that i he \ u’li done that Protection lo be 
adopted m tlv' oumrv s*>m. i In. of the light kind 
and the evils coming ni ,ts wake diouLt. as lar «** 
possible, be uvoiced. 

Plie subjet L of prouct on h,.r acen often dis¬ 
cussed m the Supreme Leg>a'.ti.\c Council, the ques¬ 
tion Having been raised tocr b» r. s dutious reeoat* 
mending the ia.pjs.ti n ■ 1 junU'etiVi. duties on 
articles like Mjg »r and the av'utiou of the cotton 
exci '« duties. 1 >t- M ronire >t objection to i'rotee- 
lion is tout it usualtc fa is to product. the results 
rxpei ted or it and thos*- wtio propose a specific 
measure of protection, luivr to calculate carefully 
the effects it is likely to Viavr- on different clas--.es of 
Uif community, Mr. Gokhule faced this question 
wdh a judicious frame ef mind and weighed uil the 
considerations that could he urged on both side* 
before pronouncing his opinion. When the question 
of the excise duties was raised in the Imperial 
Legislative Council in March iVll, by the HofLMe 
Mr. Oadabhoy, he gave expression to his view in 
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regard to the Pree Trade versus Protection contro¬ 
versy in very lucid terms. That view reflects and 
ought to reflect the considered opinion of every 
careful student of Indian Economics. Mr^£jakhsdfc 

said-— 

"Coming to the larger aspe^." of Free Trade 
vers/A, Protection, I would like briefly to state my 
position sn tin-, matt a. i may say at_oucc thatjry 
conviction I am not an Holder ol Free ..Trade in 
all Countries and at all nines. Frc frade^can np 
more pro an uim ci sails at pi esc nt than soy .other 
tioble ideal, for m->t ,m«.. tin I'utiHuood os man. 

.. -Tn the same wui Free Trad; for M-th-cowilnes 
may ho"all right m ihton, 1 it u wd, ne a lone 
d+y hUore we shall have it m pr .aiu cVc’JYtrtiere* 
And till that tune <*.tm ->, ever *■ c'untis must t ■w--' 
care of its economic aite si-. * i iis «• t way. 

Faking the word ‘Prat ition r. il> cwp.'tn n 
sivc sense, Mr. (jokimle pr >ceed;d to distipgui^i 
between the right and the s.iaug Luid ■M pi elec¬ 
tion .—“I he light Kind I I n>t<a,jn 's that under'" 
Which the growing upi istnes ol a souutji receive 
the ntreessun sUn uan Old .coiirugem«.n'' and 
Support that Iho reqn n. out under which Cite is 
taken that no influential iu u unat or s prejudn ud 
to thi interests v»i Uu genei il t c umuiuty como 
into existence, the wrong kind ef 1 1 otceticn, on 
the other hand, is that under which powerTtfl nj$u- 
cnccs and i omhmatrom ahd int erest s. Vecelvi. assis¬ 
tance to the prejudice of the general..cuMumutiity, 
the geueral tax-payers of the CQji&Uv, And 1 be¬ 
lieve that the right kind of Prulectiaa*. if*v**Ubie, 
wi)jl do good to India.” 

The peculiarity of India's position to which we 
have adverted is that the people have no effective 
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voice In the government of the country and in the 
shaping of the national policy, and the large/ indus¬ 
tries and the foreign trade of the country are not in 
the hands of the people. There is no constitutional 
machinery bv which the wishes of the people can 
be carried out u- the Government is not responsible 
to them. It has 1 .»* oiten poin’ed out how other 
than purely 3i <li. i us c irrv w< sght with the 

Government, and S... u-tuvv f State for India 
who controls th< uo - im m n nt • { India, being a 
member o; tut bmuh C.« nwt, is swayed, by the 
pressure ol cap.t l.st > in! * a t'f’V. Hirers in Eng 
land. Ig ihotect.nn is i r \r r-ttM t 1 in putties, 
there must hr < gu >r..pt»*c t'< ,t the profits that wiTT 
accrue, 'will rei»»m tn Irtd'e nnd ual be .carried 
away by those wh- have ,.c sUl.o i;i„tby c mutry 
Under these c.tc .'u.st.,nc<‘s, Mr. Gjkha’f*! heldTon 
the whole, u pohe, cl Free l'-adc reasonably apnli- 
ed, was the saf-.,1 p.i'wy f / .m country He 
thought that-'otherw js 1 ducntnil nitcr-sts, influ¬ 
ential combmatioi'-r i> fl cm .partus in England, 
who citu have u-ady access to the Secretary of 
State, to whom wo haw n > such ncr ss, will not 
fail to take rhe fu.l ;sr vhanta ’e of the situation 
and this hint* engine of protection, which is a va*t 
power, will be en ployed, not in the in’cests of the 
people of India, but in the interests of those par¬ 
ties."' 

109. Drifting is Bad. —The Indian Tariff 
has long been on practical!? a free trade basis and 
this policy as well as that underlying ;he imposi¬ 
tion of the cotton excise duties, has been dictated 
by a faith in Free Trade and by the influence of 
interests whose pressure was irresistible. It is the 
honest belief o£ some that free trade was the right 
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policy for India to adopt in view of the undevelop¬ 
ed character of its natural resources, while other* 
have made no secret of their opposition to Protec¬ 
tion in Indh on the ground t' at it would be detri¬ 
mental to the interests of English manufacturers. 
We hold that in this co uav. (1? free trade policy 
would mean only kr.fting along the changing 
current of the world's n onrmic development, and 
to be at the meres of the so-called laws of nature 
and the deliber te 1 j r self-intere tt 1 measures of 
foreign countrie« : to evtit dKostm. This policy 
of dnft, so 1 p r.M"d h..s ult.adv proved harm¬ 
ful, and in the u'.ternat.onal struggle for economic 
progress, this count-v rau,l ar.a itself with the 
nectssarv weapons. 

When we declare for Protection, we must not 
be ondcrstoo3ja5 advora'e (?) an indiscnmnn'afe*’im- 
position of rnipoit du 4 *^s ou alT manner cl articles. 
Other chuntrl* s TIP*- F'.v and th? Ci-ited States 
of America, Ini' o h- d _ • t r.ff waif erected to 
keep out an i t e • t r <; h> i * o*t -f fore: f n manu¬ 
factures. I:ic In.'i a la.ff r, 'H be* co ; *truc:ed 
with a view to the r .* o i of ?'. * various industries 
in the coun'r*', and it-. • IT * n *h - different classes 
must be rnrefu’ly'Nth iij ued ‘ 3 > Import duties do 
not alwavs t ix the Ticket of the f >rei<»n manufac¬ 
turers and mav onlv me ui nr. ad* r tro>r to the sacrifice 
exacted from the consumer. If the State has to 
make the tax-pavers contribute more largely to the 
public expendituu*, import and export duties may 
prove convenient and productive, t hey consti¬ 
tute a favourite method of raising revenue, and the 
free trade conscience ought not to be shocked if 
such duties are levied for revenue purposes, even if 
they have a protective tendency. 
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In view of the extinction of opium revenue* the 
Finance Member was compelled to impost / addi¬ 
tional taxation in 1^10, and customs duties on cer¬ 
tain articles were raised. In that connection, Sir 
G. Fleetwood Wilson observed in his financial state¬ 
ment r—“I hope I shall not be charged with framing 
a Swadeshi budget. In the sense which may be 
seen indicated or. Bryant mid May's match boxes 
(‘Support Home Industries’ l think Swadeshi is 
good ; and ii the outcome ol the changes 1 have 
laid before the Council result in some encourage¬ 
ment to Indian indust! n:.', 1 i\ i one shall not repent 
it, but I would einphas.se the tael that tlte enhanc¬ 
ed customs duties aie attributable soielv to the 
imperative necessitv o\ luisiug adoitional revenue,"* 
He then went on to point out that even in Free 
Trade England considerable revenue duties had 
been imposed for revenue purposes. ami that "in 
countries whit n depend m.uuiv on ujiricuUure, where 
the population is poo. .aid theic arc no large and 
profitable manufactures, it will be long t'efore you 
cat; dispense vwln custom? receipts as a part of the 
revenue essential for i h*- administration oi the 
country."* 

Here we notice (i > the hr nance Member’s an¬ 
xiety to dhowu ail idea oi imposing duties for pro¬ 
tective purposes and the apologetic tone he adopts 
for appearing to frame a Swadeshi budget; (ii) th« 
necessity he feels to enhance customs duties for 
providing a larger revenue ; and fiii) Ins conviction 
that in an agricultural and backward country like 
India, the Government must depend, to a considerable 
extent, upon customs receipts as a part of their 
revenue. There are several directions in which more 

• Fisaoeial tor l9io-ll. 
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liberal expenditure is urgently needed e.g. expansion 
of education and improvement of sanitation; and 
more reliance will have to be placed upon this form 
of indirect taxation to provide the funds required* 
Faith in the free trade doctrine cannot, therefore, be 
allowed to prevent the Finance Member from im¬ 
posing import and export duties, though they may 
have a protectionist tendency. 

Protective duties alone will not, however, solve 
the economic problem. They will assist the indi¬ 
genous industries to compete with their foreign 
rivals, provided of course, the latter are discouraged 
>y the duties ar.d retire from the held or restrict 
:heir operation in the Indian market. (4) An at- 
empt will have to be simultaneously made to im- 
jrove the conditions in which the industries work 
md to bring their, up to the level of their rivals. 
2nre must be taken to see thj»t Protection does not 
entail a sacrifice on the consumers while failing 
at the same time to make national production more 
efficient. Protective duties will be one of the ways 
of ensuring the success of a new undertaking and 
must not be allowed to dull the edge of enterprise 
and efficiency. The Indian Protectionist must also 
ask himself the question if Protection “ might not 
merely mean tnat the manufacturer who now com¬ 
petes with you from a distance, would transfer his 
activities to India and compete with you within your 
own boundaries ? ”f 

That by the spread of education, by a provision 
for scientific research and by demonstrations, the 
State can and ought to promote the industries of th i 
nation, has been admitted even by staunch free 

t Sir W Clarke: Speech io the Supreme legislature Council March 
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traders. Experimental factories have been recom¬ 
mended and were started in the Madras Presidency. 
Demonstrations are being given in agricultural and 
manufacturing processes. New models of power 
looms and handiooms are being introduced. But this 
work must be done on a larger scale than now, and 
the problem of the manner in which capital may be 
provided to industries in the initial stages with 
sufficient guarantees, must be immediately tackled. 
Directors of Industries have to undertake this work 
of economic organization and they must proceed 
with the same enthusiasm as the Registrars of Co¬ 
operative Credit Societies have done. 

While the State in India follows the laisses faire 
policy in the matter of trade and industries, it has 
assumed in this country several functions which, in 
other countries, are left to private enterprise. (5) As 
Sir Theodore Morison points out, the State here is, 
in many respects, more national and socialistic than 
is usually supposed. u While the problem of un¬ 
employment and the question of checking the abuse 
of competition are engaging public attention in 
England, the Government of India has long taken 
upon itself the duty of relieving distress and saving 
lives in times of scarcity and famine. Railways and 
canals have always been practically State under¬ 
takings. Various tenancy acts and other measure* 
have been passed to safeguard the poor tenants 
against the exactions of the landlords. An attempt 
has been made to save the rayats from the exact¬ 
ing clutches of the money lender.”" The Indian 
State regards itself as a universal landlord; it is the 
biggest banker in the country and Lord Morley one* 
boasted of the immense busine ss done by the India 
• Set tbt AwW« Iodise ladvWHet *od Beaewak frobtem, peg* if*. 
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Office. The same principle has to be extended 
further, and t( if the State can legitimately under¬ 
take from borrowed funds the construction or sub¬ 
sidization of railroads and canals, if it can afford to 
sell the fee simple of waste-lands at nominal rates to 
European settlers on the hills, the road is certainly 
open for a further development of this same indus¬ 
trial effort on new lines." 4 -/ 

110. Fiscal Controversies.— But the free 
trade conscience of the authorities in England who 
have to settle these matters, and the pressure of 
interests in that country which they find irresistible, 
stand in the way of the pursuit of this policy. 
(6) The demand for fiscal autonomy for India is 
based upon this anomalous position in which the 
Secretary of State can override the wishes of the 
people of this country, strongly backed up by the 
Government of India and the i rovmcial Governments, 
as was done by Lord Morlev. Whenever any ques¬ 
tion relating to fiscal po.icy or State assistance to 
industries, comes up before the Indian legislatures, 
the Government in India cannot take action which 
it thinks best in the interests of the country, and it 
has to confess frankly that “their policy is and must 
be the policy of His Majesty’s Government." § 

The self-governing Domiurous enjoy complete 
freedom in this respect. Their Governments have 
raised tariff walls against the manufactures of Eng¬ 
land and they have been allowed to do so. In this 
Dependency, however, the Government is not allowed 
to enjoy this necessary freedom to manage its affair* 
in accordance with its circumstances and needs, and 
thus the interests of India are subordinated to other 

t Ranadt. E*s*y» in Indian K canons it*. 
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interests. This is a long-standing grievan/ /, and 
none has given expression to it more bitterly than 
the Government of India itself. The Secretary of 
State, who is a member of the Cabinet, is directly 
responsible to Parliament and is subject to the in¬ 
fluences of British party politics. Parliament itself 
does not take much direct interest in Indian affairs, 
and ex-officials who are members of either House, 
are able to shape Indian policy. The latter can 
effectively thwart his measures of reform if the 
Secretary of State is independent-minded and pro¬ 
gressive, and will strengthen his hands if he is op¬ 
posed to progress. 

As Mr. Gokhale has said, m the matter of se¬ 
curing this fiscal autonomy which India legitimately 
claims, ‘there is really not much to chcose between 
the two parties in England.' '1 he Liberal party, 
wedded to free trade, feels that India's salvation lie^ 
in the continuance of the existing policy and it says, 
that India would be worse off if Protection were to 
become the acccptc 1 policy of England. India’s 
dependence would be intensified and her industries 
would become more helpless than now. On the 
other hand, members of the tariff reform party point 
to the destruction of tl c indigenous industries as 
the evil fruit of free trade, and condemn the cotton 
excise duties in unsparing language. They, there¬ 
fore, advise the Indian people to accept their scheme 
of preferential trade within the Empire, though they 
cannot favour the idea of allowing India to frame 
her tariff according to her peculiar conditions and 
interests. Did India enjoy liscal autonomy like the 
self-governing Dominions, her position would have 
been enviable while she was courted m this way by 
two parties. As a matter of fact, however, what- 
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ever policy gets ascendancy in England, has to be 
the policy of India too, whether it is suited or not 
to her conditions. But this state of things cannot 
continue. 

The problem ot protection and fiscal autonomy 
for India is mixed up with the imperial problem of 
preferential trade and defence, it has invested the 
latter question with special and immediate interest. 
Schemes of imperial preference and imperial re¬ 
construction, have been discussed for several years, 
but their discussion has had only an academic in¬ 
terest. When the late Air. Joseph Chamberlain 
started his campaign of tardE reform, the Govern¬ 
ment of India were sounded as to the’r views in the 
matter. The countei vailing duties imposed on 
bounty-fed sugar coming from Germany and Austria- 
Hungary, in the time oi Lord Cur?.ou, had evoked a 
bitter controvcisy in England, and that Viceroy had 
made, what was regarded as a contemptuous re¬ 
ference to 'the muttering,, of the priests at the 
shrine of free trade.' Xo definite scheme of pre¬ 
ferential trade had been placed before the Indian 
Government; but the latter expressed the view that 
India wanted >. free hand and would i^ot like to be 
involved in tariff wais v 

111. imperial Preference. —The Government 

of India were of opinion “ that (1) without any such 
system India already enjoyed a large, probably an 
exceptionally large, measure of the advantages of 
the free exchange of imports and exports ; (2) that 
if the matter were regarded exclusively from the 
economic standpoint, India had something, but not 
perhaps very much, to offer to the Empire ; that *h* 
had very little to gain in return ; and that she had 
a great deal to lose or to risk ; and (3) in a financial 
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aspect, the danger to India of reprisals by forei{| 
nations, even if eventually unsuccessful, was so 
serious, their results would be so disastrous that 
India would not be justified in embarking on any 
new policy of preferential trade unless assured of be* 
nefits greater and more certain than any which had 
so for presented themselves to the Government 
of India."* 

Later events, such as the occasional meetings of 
the Imperial Conference, the discussion of the pro¬ 
blems of Imperial defence and trade and particularly 
the intimate association of the Dominions and of 
India with England in the war with Germany, put an 
altogether new complexion on the situation. Not that 
free traders were convinced that restriction of im¬ 
ports would do good to England or that preferential 
trade within the Empire would add strength to the 
economic position of the country. The resolutions 
passed by the Paris Confereuce did not meet with 
their hearty approval and the proposed airangements 
about preferential trade within the Empire and the 
Allies were declared to be unsound. But the struggle 
with an unscrupulous enemy, required an efficient 
organization and concentraton of resources, and the 
voice of controversy was naturally silenced. Many 
difficult post-war problems also presented themselves 
for solution and a closer unification of the Empire 
was found to be imperative. 

The enemy, who had prepared himself for the 
war while the world slept in fancied security, and who 
violated morality and international law, took the 
Empire by surprise. And the Empire made up its 
mind that this should not happen again* One of the 
guarantees of the future peace of the world was to 
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be the constitutional reconstruction of the Empire 
and with it the readjustment of the economic and 
fiscal relations of England and the Dominions. The 
urgent need of such reconstruction impressed itself 
so strongly on the minds of people that it became 
the subject of animated discussion. So long as the 
struggle continued, attention had to be concentrat¬ 
ed, however, on efforts to win tho war. But any 
discussion of the issue of constitutional reconstruc¬ 
tion naturally involved the consideration of the 
fiscal problem also. 

The general lines on which the tariff question 
could be decided, were clear. The integral parts of 
the British Empire must admit the goods of one 
another on specially favourable terms, if not abso¬ 
lutely free, and all of them must put more or less 
prohibitive duties on foreign imports, the Allies 
coming in for favourable treatment and friendly 
neutrals being treated more favourably than the 
enemies. This arrangement, like the tariff reform 
schemes formulated before the outbreak of the war, 
was calculated to serve two purposes, first, to unite 
the Empire more strongly and make it self-support¬ 
ing and secondly, to promote the industries of Great 
Britain which suffered from the competition of 
foreign countries like Germany, 

Under such a scheme of Imperial organization, 
India was, of course, entitled to occupy the wnm 
position as the Dominions. The importance of 
India, arising out of her strategic position, her com¬ 
merce, her raw materials, her size, her te emi n g 
population and her markets, has been recognized by 
free traders and tariff reformers alike. India'* whole¬ 
hearted participation in the struggle, the sacrifices 
mad* by her people for the, cause of the Empire and 
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their readiness to go through thick and thin /j|th 
their brother citizens of the United Kingdom and 
the Dominions, gave the Empire a new vision and 
a new sense of duty towards this country. But 
among those who thought and wrote about imperial 
reconstruction, there was hesitation and reluctance 
to accord to wluit was only a i ependency, the 
status and the privileges of the self-governing por¬ 
tions of the Empire. The fiscal organization of the 
Empire must be based on the principle of mutual 
concession and reciprocal sacrifices. And.India’s 
willjru£uessJLa. heax her responsibility an , equal 
partner in the Empire could never be doubted. But 
to treat her as a trusted dependent, must make all 
the difference. 

112. Indian Government's Attitude.—We 

have never beb’eved that India would benefit by 
consenting to be included in a scheme of imperial 
preference such as those adumbrated by tariff re¬ 
formers and imperialists in England and in this 
country. India has claimed fiscal autonomy, be¬ 
cause her people want freedom to frame their tariffs 
and protect their industries against foreign compe¬ 
tition. Preferential trade, which will not be in con¬ 
sonance .with.Uus object, ctuutotdie .acceptable. In 
their despatch of 1903, the Government of India 
frankly stated :—" All past experience indicates that 
in the decision of any fiscal question concerning this 
country, powerful sections of the community at 
home will continue to demand that their interests, 
and not those of India alone, shall be allowed con¬ 
sideration,’' 

Speaking in the House of Commons in 1908, 
Lord Cutzou reiterated these views. He observed:— 
What has been our experience in the past in India 
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of the manner in which the influence and power of 
the Secretary of State as the ultimate ruler of India 
are exercised in the direction of the fiscal policy of 
India ? It is that in fiscal matters the Government 
of India has to take the views of the Secretary of 
State whether it agrees with them or not and these 
views are more likely to be guided and shaped by 
English than by purely Indian considerations.’’* 
The economic development of India is bound up 
with fiscal autonomy for India and fiscal autonomy 
is bound up, in its turn, with popular control of the 
Indian Government. These are fundamental factors 
in this problem of the trade organization of the 
Empire and to speak of India's participation in a 
scheme of Imperial Preference without raising her 
status in the Empire to an equality witn the Domi¬ 
nions find giving the people constitutional control, 
is utterly to misunderstand the whole problem. 

So recently as March. 1 C 15, this question was 
raised, in the Supreme Legislative Council, by 
Sir Gangadharrao Chitanavis iu a resolution 
in which he recommended the adoption of a 
system of preferential tariffs with the United King¬ 
dom and the Colonies, in his speech, the mover of 
the resolution claimed fiscal autonomy for India, but 
in his view it was outside the sphere oi practical 
politics and therefore he pleaded for preferential 
trade within the Empire as the next best arrange- 
ment. What should come first he was willing to 
postpone and stated thnt 1 a customs union with the 
Colonies would gradually secure for us there a 
better and more dignified position than we now 
have. Sir Gangadharrao’s plea was unconvincing 

* See LoY*s?Fn*tr'* Lord Curses end A£«r, page 147, 
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and fell flat on the Council and on the country.§ It 
only called forth a dissertation on the merits of free 
trade and protection from the Finance Member, Sir 
G. F. Wilson. The financial aspect of the question, 
—the loss of customs revenue that a scheme of free 
trade within the Empire would involve,—was em¬ 
phasised in his speech which was non-committal, 
though its leanings towards free trade were quite 
apparent. 

113. Fundamental Principles. —Leaving 
aside the controversial literature which has appeared 
on this subject,* we may proceed to point out the 
fundamental principles which are involved in it. 
(1) In the first place, in whatever fiscal arrange¬ 
ment is proposed, representatives,of .the ot 

IniiiAJiuist b&xe an effective.. voic* i n t h* dit cu wi i a.fi 
and determination, fire self-governing Dominions 
struggled to obtain this ('.seal freedom and partner¬ 
ship of the Empire and to day they ..re acting as 
the equals of the United Kingdom. In 165°, the 
Finance Minister cf Canada administered a rebuke 
to the Colonial Secretary when the latter tried to 
interfere with the fiscal rights cf that Colony. He 
said:—“Self-government would be utterly annihi¬ 
lated if the views of the Imperial Government were 
to be preferred to those of the people' of Canada, ii 
is, therefore, the duty of the present Government 
distinctly to affirm the right of the Canadian Legis¬ 
lature to adjust the taxution of the* people in the 
way they deem best—even if it should unfortunately 


§ It is tuuovs lo notice that the debate roused '.i.e enthusiasm of Sit 
Ro;*r Lethbridge who hastened to write a booh on whot he those to call 
"the. Indian Offer of imperial l’r*?etence ’ 

thee Hie Colonial Conference. The CofaJcn Clubs Reply to the 
Preferential proposal*.; and The Tsnfl Reform Le.-guc s pamphlets. 
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happen to meet with the disapproval of the Imperial 
Majesty.”* The new partnership concedes to the 
Colonies a share in the shaping in the destinies of 
the Empire which was formerly entirely in the 
hands of the British Government. 

India must be treated on terms of equality with 
the Dominions in this respect, and the concession of 
justice must he preceded by (2) the grant of fiscal 
autonomy. The first without the second is futile. 
The Government of Incii.t, which will thus be en¬ 
dowed with fiscal freedom, (3) must also, as a con¬ 
dition precedent to a participation of this country 
m an arrangement of preferential trade, be made 
amenable to the control of the people. These three 
things are inseparably hound with one another. 
When these conditions are satisfied, it will be per¬ 
fectly fair to expect from India all the sacrifices 
winch imperial responsibility will tin \v on her 
shoulders. The main object of Imperial preference 
is the consolidation of the Empire and the promo¬ 
tion of its material prosperity. Every measure that 
enriches the component parts enriches the Empire, 
and no tariff scheme will be acceptable that is cal¬ 
culated to injure the interests > f the Dominions or 
of India. 

114. Difficulty of Solution. —Imperial con¬ 
solidation to be attained by preferential trade within 
the Empire, will, of course, entail reciprocal sacrifices, 
and the scheme must be such that each constituent 
part of the Empire will be called upon to make a 
reasonable contribution. It is doubtful, however, if 
a policy of protection which preferential trade will 
impose on England, will, on the whole, be beneficial 


• Percy Hurd and Archibald Hurd : The New Empire pMSner&bip, 
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to her industries and trade, and if a tariff scheme 
can be devised which will satisfy all parties q jki- 
cerned. It is the ideal of many to make the Empire 
self-contained so as to enable it to snap its fingers 
at foreign countries trying to retaliate upon it- The 
risks run and the dangers overcome in the war with 
Germany, taught the value of Imperial consolidation. 
The adoption by the Empire of imperial preference 
will, in a seuse, extend the bounds of free trade, 
and the experiences of the war swept away the 
doubts entertained by many about the wisdom of 
tariff reform. It is an undisputed principle that 
the component parts of the Empire must be 
brought together more closely than now and must 
participate in the determination of general Imperial 
policy. 

Sentiment and the sense of political necessity 
will, of course, play an important part in the 
achievement of Imperial consolidation. The Empire 
is so vast and produces such a variety of raw mate¬ 
rials and manufactured floods, tliat it may become 
self-sufficing more easily than any other political 
organization in the world. Dut it is this variety 
and the differences in the Empire regarding eco¬ 
nomic conditions and constitutional status that make 
the solution of the problem extremely difficult. The 
arguments of those who would leave the Colonies 
free to evolve their own destinies and instead of 
trying to tighten the ties by tariffs and formal Im¬ 
perial councils, would look to the affection of the 
Dominions for the mother country, seem to have 
become out of date. Still it cannot be said that 
they have lost all their force, and a practical consi¬ 
deration of the question immediately shows the 
difficulty of finding a satisfactory solution. 
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Prof. Nicholson wrote:—" It is easy to say that 
free trade within the Empire is desirable, and it is 
to be hoped that in the course of time this ideal will 
be realised. But this country (England) would not 
gain if this ideal must be purchased by sacrificing 
a trade of threefold magnitude with foreign coun¬ 
tries, by creating all kinds of local jealousies 
throughout the Empire, and by interfering with 
systems of taxation which the people who bear the 
taxes regard as beneficial, or, at any rate, satis¬ 
factory.’’* England's manufacturing prosperity de¬ 
pends main!v on her ability to export to all parts 
of the world the goods her factories and mines turn 
out, and to import food and raw materials. A free 
trade policy is, therefore, eminently suited to her 
condition, and a change in it will require %’ery strong 
arguments to enforce it.t 

* Principles of Poh.ival Economy, Vo.. Ill. 

t The difficulty reiarreJ to above will be apparent from the manner 
in which the resolutions oi the Pans Conference and the te<ommendations 
of the Committee on Cotnm.r^i»! and Industrial Policy of which Lord 
Balfour of Burleigh wa» cluirr an, were received. Trie committee re¬ 
commended in view of the eipcii:n<v gained during the war, that special 
steps ought to be taken to stimulate the production of foodstuffs, raw 
materials and manufactures within the Empire wherever the expansion of 
production is possible and ctutviu.ii a iy v.esirahi for the safety and wel¬ 
fare of the Empire. Therefore the Imperial Government should now 
declare its adherence to the principle of preference for products and ma¬ 
nufactures of the dominions in lespect of any customs duties now or here¬ 
after imposed upon imports into the United Kingdom. The committee 
further consult 1 ; j that it will be necessary soon to consider, as one of the 
methods of achieving the above objects, the desirability of establishing a 
wider range of customs duties which would be remitted or reduced on 
products and manufactures of the Empire and which would form the 
basis of commercial treaties with the Allies and neutrals.' 

While the report was hailed by certain papers as heralding a new 
era of fiscal policy and the Daily Mail thought that the war had ended 
the preference controversy for ever, the Daily .War remarked chat * a 
more surprising document can rarely have been issued ’ and added tha* 
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One peculiar feature of India's foreign trade 
which makes the expected beneficial effect of * 're¬ 
ferential tariffs, extremely problematical, is the pre¬ 
dominant position which the Empire already oc¬ 
cupies in that behalf. Full 70 per cent of the total 
imports of merchandise in 1913-14 came from the 
British Empire, 64 per cent being the share of the 
United Kingdom alone. And of the exports, the 
Empire took 37-S per cent, the share of the United 
Kingdom being 23-7 per cent. It is obvious that 
India takes from foreign countries only what the 
United Kingdom cannot supply and exports to 
them what the Empire does not demand. In these 
circumstances, preferential trade will only mean 
an unnecessary sacrifice of customs revenue and 
enhancement of the prices of articles supplied by 
foreign countries. Export duties on raw materials 
will certainly bring in revenue but it is difficult to 
say how r the Indian producers will be affected by a 
diminution of exports. Even the most zealous 
advocates of preferential trade, are not able to 
show any substantial gain that India is likely to 
make.* As a business proposition, Imperial pre¬ 
ference is not attractive to India. It is on other 
grounds that it will have to be justified and be re¬ 
commended for acceptance. Writing of the probable 
effect of a differential export duty on jute, for in¬ 
stance, Mr. Webb observes:—“lathe case of jute 
the resultant benefits would accrue rather to the 


1 the war has not changed the bard f»u t on which 'fair trade' and lit 
a/ieuts had hitherto come to grief . 1 The Oui.y Chronic!* characterised 
the recommendation about change of fiscal policy at 1 a direct plunge into 
the old Cbamberlainite policy with additional complications dun to the 
fact that we have now got the Allies.’ 

* M. De P. Webb; India and the Empire. 
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United Kingdom than to India. This is no reason, 
however, why India should not take its due position 
in demanding a statesmanlike revision of our com¬ 
mercial policy.” 

115. Summary. —Throughout the last c,en» 
tury and a half, the Indian tariff has been purely a 
revenue tariff. During the regime of the East India 
Company, when England pursued a policy of trade 
restriction and protection, the interests of Indian 
industries could not be safe»gua,ded and imports 
and exports were fiec in India. When the govern¬ 
ment of the country was transferred from the hands 
of the Company to the Crown, Fkc trade had been 
ahead}' accepted as the fiscal creed of England and 
the Indian tariff remained as before and customs 
duties were steadily reduced. The need of raising 
a larger revenue necessitated the enhancement of 
the import duties on cotton piece goods for a time, 
but the clamour of Lancashire manufacturers forced 
Government to reduce them and to impose counter¬ 
vailing excise duties. 

The free trade policy of England has thus been 
also the policy of India, partly owing to the con¬ 
viction of the authorities in England that, free im¬ 
ports and expoits were beneffeiai to the. peojjfe of 
this country, and partly owing to the pressure of 
British manufacturers who insisted on havingan 
open door for their goods ® the markets out... here. 
The Government and the people of India have dis- 
approved of th is pjaJjsy of open door as detrimental 
to indigenous industries, but their protests have 
been a cry iu the wilderness. The Secretary of 
State for India could not resist the pressure brought 
to bear on him by manufacturing interests, and 
fiscal autonomy is the crying need of the country. 
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Indian thinkers are convinced tha 





dafetixo^pacity: - an d 

w<*k<5i^iLatt .iatw If the 

State in India were to provide technical and 
scientific education, help the organization of in¬ 
dustries by industrial surveys and demonstrations 
and protect infant industries against competition, 
the economic advance of India would be very rapid. 
Other nations have adopted this policy ami they 
have succeeded, but the State in India has no in¬ 
dependent policy of its own and is not governed by 
public opinion. 

Fiscal autonomy and popular control of Govern- 
ment are.two nscss&tfl. ,reforms jytod^j*te_e$scn. 
tially bound up together. Indian opinion is frankly 
and strongly protectionist and requires thaf this 
gouutry must follow a fiscal policy, which is suited 
to its economic conditions. The Indian fiscal prob¬ 
lem is, however, intimately connected with the 
problem of Imperial reorganization. Preferential 
trade within the Empire lias been advocated by- 
British tariff reformers and the war with Germany 
gave it an extraordinary interest. In any recon¬ 
struction of the Empire, India will have to be ac¬ 
corded the same status as the self-governing Domi¬ 
nions, and this country will make any sacrifices 
which its responsibilities as a partner in the Empire 
will entail. 

The vastness of this country and of its popula¬ 
tion, its growing commerce and its strategical posi¬ 
tion, its wealth of raw materials and its expanding 
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markets make India an important factor in the Im¬ 
perial Situation. But i n a scheme of preferenti al 
trade, its interests wTfTTTavc' to be dul y considered. 
atirtTKis duty win be best performed by its own 

re presentative s. Those_ yzMZ umuatfla 

scj ^emFi i “5r , Tihpsrial p i cU. nec ivve not been able 
te.demonstrate the au mru ngo as hi e h India's part i- 
cigation will yield lo th’s ;■.u.U.y, "nd the view ex¬ 
pressed by the Goctninie,it . f J; d . m 1903 that 
India stands to <_,un Kt c i,y h>; joining in a 
ZQflyexein, is as correct tc-day as it was fourteen 
years ago. 

The problem most In Kicked V f’oru the busi¬ 
ness bp well as the ‘enu.tr"*' |U'nt of view and 
the two will have to i>>* 11 eonn’ed. India cannot 
and will not stand .do f ft. -• i - 4 vm of constitu¬ 
tional and fiscal r^orgr". ' 
she wants effective pi >t 
and her economic intcrcu 
""guarded In whatever ana 
The solution of the ,n 
difficulties, oe* the . h v< . 
autonomy for the L> 11 
control of that toovcrmiu »« 1 
this country in the Irru*'. 
ing of equality with tlx oi ,c 
the Empire and Imretui i . . Vi l.»tinn !or 


of • he hructre. But 
■;n ic: uer industries, 
, ; 't lit carefully safe- 
u nt. wib be made. 


* i • 


it t< 


urojaded with 
re faced. Fiscal 
iu»n ci iumn, popular 
"i tuitner^hip of 

c i > it its; on a foot- 
pirts of 
purposes 


‘ G U|5. .Kilt s , 
’il. 


of defence and peace ini piu*. >ws, arc issues which 
hang tcgethei and they t mi *ot be separated and 
handled piece meal. ITte fact that India has right* 

*l^ell as respoiisibilittft^mu.iiol . b ^ ^Miteawy 

recognized, cut from this recognition must 
iC schemes' &f Tffi&WfaT ‘fiS&Bhs 


reorganization. 
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life. ©Id System.-Though barter largely pre¬ 
vailed in India in villages, gold and silver coins have 
been very commonly used by the people from remote 
times. It is well known that even in very old Limes, 
.the exports of India were paid for by foreign coun- 
1 tries in gold, and Roman coins have been found in 
Uarge quantities in the Madras Presidency. Ther e, 
is no wonder if in a large continent like Indi a, di¬ 
vided into numerous kingdoms and pr incipalities,. 
hundreds of different coins should ha vje> been issued, 
and been simultaneously in circulation. The vary¬ 
ing relative values of these coins must have caused 
much uncertainty and inconvenience in commercial 
transactions, but the intrinsic values of the chief 
coins were probably well known to experts and 
business men. “ I be policy of one mint and one 
coin current all over the realm, with which we have 
become so familiar in the present century, did not 
find much practical recognition in this or any other 
part of India. Mr. Macleod in hisjwQjrk .on~“ Indian 
Currency " mentions that when British Rule com¬ 
menced, there were no less than nine hundred and 
ninety-four (994) different coins of gold and silver 
current in India. In an official table published for 
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the guidance of the civil courts in the Bombay Pre¬ 
sidency the names of no less than thirty-eight gold 
coins and over one hundred and twenty-seven silver 
coins are mentioned as still so far current in 
different parts of this Presidency as to make it 
worthwhile to give the relative intrinsic values of 
these local currencies in exchange for the Queen’s 
coin.”* 

It appears that the silver rupee coin circulated 
very largely in Northern India and the gold mohur 
was only a supplementary coin there. The position 
was reversed in Southern India where the gold coin 
enjoyed the widest circulation and the silver coins 
were only subsidiary to it. The landmarks in the 
historj' of Indian currency since the beginning of 
the last century will be indicated below. From them 
it will be seen that whereas under the Hindu and 
Mahomedan rulers, both gold and silver coins cir¬ 
culated freely in the country without an attempt on 
the part of Government to fix the relative values of 
the two, the silver rupee is now the main coin of 
the whole country, supplemented by paper currency 
nnd the gold sovereign, which last is not coined in 
India and whose relation to the silver coin is fixed 
by law. The confusion caused by the multiplicity 
and variety of coins led the East India Company to 
think of making the currency uniform, and though in 
1806 the Directors declared that while “ fully satis¬ 
fied of the propriety of the silver rupee being the 
principal measure of value nnd the money of ac¬ 
count,” they did not wish “ lo introduce n silver 
currency to the exclusion of the gold,” only twelve 
years later, the silver rupee was substituted for the 


R*n»d* s Currrack# rad Mini* under Mabmt* Rule. 
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gold pagoda as the standard coin of the Madras 
Presidency, where gold coins had, till that time, 
been the ^principal currency and money of account. 

117. Under British Kule.-t-In 1835, the pre¬ 
sent silver rupee was forma’lv established as the 
standard coin oi the whole of British India, and gold 
was demonetised^ It was ci.acted that ‘no gold 
coin shall henceforward be ;* legal tender of pav- 
ment m aoy or tne Unrobes of the East Indja 

-- j n|-r |T **'”* ’ "■*“* “ '"«•-» n ■* * “ ■••gf I'HdKi’.iWir 

Company. TBut bv a pro** h>nritio!) of 1841, Gavern- 
ment authorised o'fh ct , i , ci.:r pc of public treasuries 
freely to receh c gdd . 1 in is at breed rates which 
represented 8 rat, • of i - *.o ! between silver and 
goldO By the in' ' i'e r : i e ! a '•'etv.ury gold de¬ 
preciated cw :, tg ti in A c'w..t , c< t u e yellow 
metal in Austral... : • 1 *a rr. n ":M in India became 
embarrassed who t’<> ,< v i "a. idvantige of this 
divergence between tin ’ a in 1 the market ratio 
of gold to yhtr v * < -.■! n , fjo.d at the treasuries 
and exchangir / u A,. 1 pnci in silver. A 

notification v.a*.-, : ,-mci ieclariiig that, on 

and after 1st Jan.air c. i c - : . “,:io gold con will be 


represented 8 rat, • of i - to 1 between silver and 
gold.^t By the in’ ' i'e (ft e t <~eiuun* gold de¬ 
preciated gw A.; ti tn A c^v^rc* of t T, e yellow 
metal in Austral... : • 1 ~t. rm"f»t in India became 
embarrassed whet A ,< vi "a. idvantige of this 
divergence between tin ’ a in 1 the market ratio 
of gold to y'ur v * < -.■! n , co.d at the treasuries 
and exchangir / :i A* 1 -oci pnci in silver. A 
notification v.ae', i-’e.' r ,-*ucJ ieclariiig that on 
and after 1st Januarc. A-Atio gold com will be 
received o t ac count of p.jyjasst due,..ax in. any .way 
to be made, to the <I '.veruruent ju_ any public 
treasury, will tin the turnon, s of the East India 
Company.’' 

The * battle of tne : tandards ’ was fought on 
the Indian soil as on that of Europe, and the diffi- 
#Mty of adjusting the ratio of gold to silver was 
experienced in India as cUofch'-re. Both gold and 
silver had their advocates in India, and there was a 
division of opinion among officials of Government. 
Merchants in India, Indian and European, memo- 
rialisea the Government of India for a gold currency, 
and the latter were prepared to make sovereigns and 
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half sovereigns legal tender at the rate of one 
sovereign for 10 rupees. The Imperial Government 
did not approve o£ the proposal and only,authorised 
the receipt of gold coins in public treasuries as used 
to be done before 1833, at fixed rates. 

118. Bimetallic System.—fluctuations in 
the relative values of gold an 1 silver in European 
countries and Amei .ta which were on a bimetallic 
basis, caused great en>Harassment by the influx now 
of one metal and now of the otbor The value of 
silver relatively to gold began to fall and as some 
European countries follo-ve i England’s lead in 
adopting the gold standard, the other nations of 
Europe combined tu the Latin Union to protect 
themselves fiom il edanger of being overflooded with 
the cheap white nvetal. 1 he value of silver which was 
60i\ d. per or. in 187i, cumc down to : 31 d, in 1876> 
to 5Or d. in 1883,to 1? d. in 188? and to 35* in 
1893. The countries the Latin Union were 
compelled to abandon t n bimetallic system and to 
give up the fiee co'ii^ge o! ? : ’vcr Thus came to be 
established the 'lining. .tandard, 
t bfi¥ilLsUv.cit.coi«4«^re.iuL^cg^eader» thjareJsjpo, 
free coinage and thev are \ irtuallv tokenmonev. This 
meant the triumph at the gold standard, which has 
now been adopted in all countries of the world ex- 
cept China. 

Under bimetallism, both gold and. silver atCStftftd- 
a rds oFvaluL and the Slatloalbetwettei, the, JBtiMg* 
of thejtwo is fixed by lastixow time tQ. time* Mints 
ar e open to the coin&gs q£ hxttE^ bf rwr e t adrrod both 
are fulL k ga l go ldjuad 

J-he, lega l rates remain fixed , 
and for the time being, the overvalued metal drives 
the undervalued metal out of the country. If bi- 
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metallism were adopted by the principal nations of 
the world, the fluctuations and the embarrass lent 
would be considerably minimised. But no agreement 
could be arrived at on this question, and nations had 
to adopt the gold standard, accompanied by a legal 
tender silver currency, whose parity with gold was 
maintained by State regulation of the coinage of 
the white metal. 

119. Difficulties in India.— {f ro m 1|o 
1899 I ndia n currency rested onn silver basis, but the 
circumstances which forced Govern men t to ad opt 
the gold standard were peculiar. India is a debtor 
country. Its Government has to remit to England 
every year crores of rupees for meeting the Home 
Charges, its expenditure in Loudon on account of 
interest, pensions, salaries and so forth. The reve¬ 
nue of Government is collected in silver rupees and 
the charges in England mu»t be met in gold. When 
silver was demonetised by European countries and 
its supplies were larger than die demand, the value 
of the white metal expressed in gold steadily fell. 
The lower the gold value of silver, the larger, yyas 
the amount of rupees the Government had to find. 
to meet the Home Charges, in f^cG. thfe. .dlQP of, 
one pennx.uj.lhi* exchange, value* add»d,.»or.e Whin 
one crore to the amount of rupees that had to be 
ptoyt3ed“rpr procuring the necessary amount of 
gold to meet the home charges in England. “To 
make this point clearer, it may be mentioned that 
in 1873-74, before the fall in the exchange value of 
the rupee commenced, the amount of Home remit¬ 
tance in lieu of payments the Secretary of State 
makes in England on behalf of the Indian Govern¬ 
ment, of such charges as interest on debt raised in 
England, civil and military peusions, salaries, the 
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price of stores etc., was about £ 13 millions, which 
at a rate of exchange of 1 s. 10*351 d was represent* 
•d by Rs. 14,26,57,000. During 1892-93 the amount 
remitted was £ 16^ millions which, at the average 
rate of exchange in that year, viz. 1 s. 2.985 d. re¬ 
quired a payment of 26,47,84,150. If this could 
have been remitted at the rate of exchange of 
the year 1873-74, it would hive needed only 
Rs. 17,75,19,200, which means that there was a loss 
of Rs. 8,72,64,950 entailed upon India by the falling 
exchange in that year.” * Beside- Government, 
merchants and otheis who had to make remittances 
to England, sustained a loss and had to suffer from 
the inconvenience of uncertainty. 

The Government of India tell the necessity of 
adopting the gold standard, and the introduction of & 
gold currency, and the temporary suspension of the 
compulsory coinage of silver by Indian mints, had 
been suggested to them ; “ but the main object of 
such attempts as 'aero made by that Government to 
deal with the subject between 1878 and 1892, was 
not to effect a change of standard in India but to 
facilitate an international agreement which might 
cause a rise in the gold price of silver, and thus dimi¬ 
nish the inconvenience resulting from the retention 
of a silver standard in India.” The United States of 
America had to face the problem of depreciating 
silver and attempts were made in that country by 
the Bland and Sherman Acts to maintain the price of 
the white metal by the purchase and coinage of fix¬ 
ed quantities of that metal. When these attempts 
failed and there was little prospect of an interna¬ 
tional agreement, the Government of India proposed 
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at once to close their mils to the free coinage of sUv f 
and to make arrangements for the introduction of a 
gold standard. In a telegram to the Secretary of 
State, of 22nd Januar y 1893.. the Government of 
India explained their proposal by saying that they 
would issue a notification declaring thut Engli sh 
gold coins shall be legal tender in India at a rate of 
noUimiHanJ^d;.-rupeejta.d that an interval of 
time should elapse between the mints being closed 
and any attempt being made to coin gold in IndiaA 

120. The Currency Committees.—The Se¬ 
cretary of State far India referred the proposal to a 
committee presided over by which ^ 

reported in favour of the suggestion. In accordance ~ 
With the recommendations of the Committee* .. Afi t 
nsrvm'or rs$r was passed providing for the 
closing of the Indian mints to the “ free coinage ” 
of both£o Id and. s live, nowevei, reserving power 
to Government to coin rupees on its own account/ 
By notifications arrangements were made for the 
receipt of gold at the lnd.au mints m exchange foi 
rupees at a rate of \0d. pet rupee. When the ques¬ 
tion was raised n. l. M >7 whether the Indian Govern¬ 
ment would join France and the United States of 
America is following a common policy of free 
coinage of silvei and gold at a ratio of 15£ to 1, the 
Government recorded the decided opinion that it 
would be unwise to do so. 

In 1858, the Secretary of State, for India apr 
pointed the Fowler Committee to consider re¬ 
port upon certain proposals which the Government 
of India had made with the object of making 
effective the policy adopted to "18937 * At this time 
the currency pontion was as follows:—(1) gold is 
nofTjeg&l tender in India though the Government 
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trill rcceivo it in the payment of public dues; (2) that 
the rupee remains by law the only coin in which 
other than small pay men's can he made; (3) but 
that the Indian Government has declared (until fur¬ 
ther notice) a rate at width rupees can be purchased 
for gold coin or bulli n—sir h rate serving to deter¬ 
mine the maximum !im t fo \vh > h the sterling ex¬ 
change ran rise 'under pr< sent urr uigernents.* 

Widely diveig-’et viev.s were held as to the 
wisdom and justice of tile p-diev adopted in 1893, 
and the several in*ert\>ts involved, looked at the 
question from different points of view. The British 
Treasury t& whom the question had been referred 
by the Secretary of State on the receipt of proposals 
from the Indian Govc'-ur- nt, consistently set its 
face in 1879 and in i b-'C ag t rist l«mp ring with the 
currency and making it it pointed out 

that whatever rein.f wan'd bo secured by Govern¬ 
ment would be i.t thr n.'j of the Indian tax¬ 
payer. O n the one hand, tij; need of stability of 
exchange a condition o. ro'-perc.us trade and the 
necessity'cf preventing the icsses whkh a falling 
exchange entailed t .. t-o.tin , cut, were urg ed in 
flavour of the adoption v,f a go d -•utna.r i and in justi- 
dpcation ol the ul in ti s to the ficc coinage 

of silver, It was pc inti d >■', ;u t’ie other band, 
that silver metmu tm s.u > the nest po.icy for 
India, that t’’e evil ,u g- d ihci.it y coa o be met by 
relren- haunt and m o -on. and the rWunmUC cur¬ 
tailment ct Itu.ia’s pi Id Oh: gations e, g, horns 
charge*, U at a faJlnsp t\cr i,i ge had stimulated trads 
and promoted pres-perhy ur.d taut un artificial cur¬ 
rency system vns undesirable. 


* Report «t it* Fowkt CetnodUt*. 

Si 



141 


INDIAN EOWT01GC8. 


AH these conflicting views were placed by wit¬ 
nesses before the Fowler Commutes which ]{Jd to 
decide whether India should revert to the old system 
or follow up the arrangements initiated in 1S93. On 
a review of the whole position and a careful consi¬ 
deration of the divergent opinions submitted to it, 
the Committee declared. iUtdl ia^Juiyour of the 
effective establishment .of a »naUL standard- la .ulna- 
accompanied. of course, by a gold currency, The 

■* i. Hr 

restriction of the supply ot rupees imposed by the 
legislation of 1 S93 and other cause-, had pushed up the 
gold price cf the rupee and. therefore, the exchange to 
\td. at which the Committee stated tint it should bo 
fixed. The rupee would now become a token coin, but 
the Committee could not recommend the imposition 
of a limit on the amo mt for which ranees should con¬ 
stitute a leyal le uler. I he profit on the, coinage of 
rupees, which was to he uuleitaken vv}p;U the ...pro¬ 
portion of gold in the cm reuey excee led the demand, 
was tObe accumulate 1 in a spe~i d reserve Xupd* 
This profit would 'cprcseru tie difference between 
the intrinsic metallic Milne of toe rupee and its 
artificial value. lhe-e re<.ommtnd.itiom were ac¬ 
cepted in their entirety by the Indian outuorkies 
and steps were immediate’.y taken to carry them 
out. 

1*1, Opposition to Change of Standard,— 

It may be generally o'served that the currency 
policy rtcommendrd by the Fowler Committee has 
been admitted, on the v hole, to have been a sound 
policy, though the steps which led to it, were partly 
the result of panic, partly of belples drifting and 
partly of concentration of attention only on one 
aspect of the problem viz. the financial embarrass¬ 
ment caused by a falling exchange. It is interesting 
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to notice the strong views expressed by financial 
experts and high Government officials before 1893 
against any tampering with the Indian silver stand¬ 
ard, Mr. R. Hardy, Treasurer and Secretary, Bank 
of Bengal, stated in a memorandum, dated 22nd May 
1886: —“ In conchi-ion, I would observe that the 
whole position of India. as a nation, in regard to 
the silver question, may be stated broadly as fol¬ 
lows:—The foreign tra !e of India consists of ex¬ 
ports of merchandise: ti.e exports pay not only for 
India’s gold obligations abroad, but for her imports 
of merchandise uj w cii, and a balance always re¬ 
mains in her favour. Inis balance she takes in 
silver. If silver is cheap she gets more of the metal 
than she would get if ; t were not so cheap, and I 
hold that it is most to her advantage to get more, 
than less silver. It, moreover, appears obvious that 
ttie pressure cf the gold pa\ men's upon Iadlar-W-ii 
whole, depends not upon the price of, .jwleatr-lMit 
Upon the gold prices realised for t he j^ga^lMuadis* 
exported to meet such goll .payments-.* That -Aha 
Government is in the position of receiving its reve¬ 
nue in silver, it may be asseitcd, does^ not affqct’ 
that, the national a?p,ct of the question, and i n g» % 
view it is, therefore, nearly the duty of Government 
to njeet.any financial necessity b ri?my'fro m a r4«R 
in the exchange, either by Jrt'cTcaiTrig tax^tfoi},or by 
reducing expenditure, or by both, I o attempt to 
meet the diificulty by taking the extreme measure 
of changing the standard of value is, I think, out of 
the que'.lion, and I express this view, holding the 
opinion that the value of silver will probably yet 
fall considerably.’'* 

* Sm Selection bom t‘Apert lelouag u> the Lamaottcuati ot a Gold 
Camay la Jodi* page* 4X1 <o4te. 
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Referring to Lieutenant-General Strac^ey'a 
proposal to give India a gold standard with JtA a 
gold coinage, provision being made for the expan¬ 
sion of the currency to meet icquireuKTits of trade, 
Mr. J. Westland, Compt oiler and Auditor General, 


wrote in 1SS6 :—" 1 am inclined rather to say that 
greater facility m meet \ug jt§ me.-., dah ga t t o oe * -sa 
the onty Tul ercst ""tlia rit * tha ^ 1.a ip a .tfftgjMrd J 

fol' 

its other relations and concerns, 1 cannot concede 

**** ** -W . MMW •“’-*'** «*“ '*"***»+• *u* .* Xi*M **, * MIMC- «N* <*Klk , 

that the question ecunetted with its ho me ohliir a* 

tipntsonuchj.r c mcndcqs.jipp.sUUUSff JHUte-JBSW**. 

whelm all ofliers. 1 he f w £t that our European affif 
c jpls, regarding oi4^ a^vcaPU.^UiJj^k.. jajR»ly 
t emporary look to »]«-£<.• <i standard of the QUMtm 
whire weultim.itc:\ rntti d to h\e. as preferable, 

. ^ s ;ver itandaj^^bp 
country where„Wfi,j;«utt cur hving, is somewhat,, apt 
to'Increase in our e\ e> the ni.poi lance of rem ittan ce 
from India t6 En<r and. Bui i' vTeT want to stay in 

4 «**«*—•* i, O-, ,***.►« V 

India all our lives, t nd oi r ch idren after us, as the 
[infinite majority cf people dwelling in India do, I 
kdoubt if we \\ould Icok open a manifestly appro* 
jciating standard as more desirable than one which 
pas been fairly steady ia the past, so tar as absolute 
Value can be measured...” 


Mr. D. Barbour, Secretary to the Government 
of India, Department of Finance and Commerce, 
held identical views and maintained ■- H The loss or 
gain therefore to India, as distinguished from the 
Government of India, in respect oi her permanent 
gold obligations, depends entirely on the gold prices 
which the can obtain for her export?. No. manipu¬ 
lation of the Indian currency can possibly affect the 
gold prices of Indian export* and therefore General 




Strachey's proposal could in no case give any relief 
to India ns a country whatever effect it might have 
on the financial position of Government. Just as 
much a ai lnvf rumet it r just-SQ much mnsT" the - ' 
Irrimn p^ppjo '1 here was a large body of 

people in India hold ng similar views* and they 
contended thwt the ex bailee difficulty could have 
been and ought to have been met by economy and 
g reduction in the gold obi motions of Government^ 
and that.it was no l necessary to alter the standard 
° * y alue as an artificial increase i 
rjjpee o nly Transfe rr e3 I he ' Eurfea from,, the>.,Stat,fi 
treasury to the shoulders ol the people. _* 

122. Change Effected. —The financial em¬ 
barrassments of Govt-ii ruent, however, proved an 
irresistible argument in fa’ our cf tne adoption of 
the suggestion to make the rupees token coins 
and by restricting t' eir cutpit to raise their ex¬ 
change value to 1 6d.( In lc99 the (jovernraent gave 
up its attitude of In.sit mey and""boldly" 
upona* policy of a g.id standard to be ultimately 
accompanied by a gold currency. (1) ^Sovereigns 
aih(f,_ital£ sovereigns were .made legal-tender; 
(2) active steps were taken tv.opcu a mint for ..the 
coinage of gold in India, though the scheme was 
dropped jin 1902 to be revised only ten years later; 


(3) profits on the coinage of rupees were being 
accumulated in a special gold reserve to be used for 
the support of exchange; (4) eff orts, were mad e to 


i 0 fll^e^oapkdjj_use sovereigns as a medium of 
circulation. But very soon Government policy tw- 
gan to drat, the ideal recommended by the Fowler 
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^^ov^frnen t departed in several important pat* 
ticulars from the lines of policy laid down by the 
Fosvjcr Committee. “ I he investment of the Gold 
Standard Reserve in securities in London, the drop¬ 
ping of the scheme for n gold mint in India* the 
practice of selling Council Drafts at something be¬ 
low gold point against the Currency Reserve, the 
establishment ol the silvei branch of the Gold Stand¬ 
ard Reserve, the diversion in 1>0? of money from 
that Reserve for capital ex; er.diture and its use in 
1903 for meeting drafts sold by Government in India 
on London to private trade ts, are all example* of 
divergences from the ‘.chtrue adumbrated by the 

Committee.The system actual)- in operation 

has accordingly never been deliberately adopted as 
a consistent whole, not do the authorities themselves 
appear always to have had a clear idea of the final 
object to be attained. 1 o a great extent this system 
is the result of a s< rks of experiments."* 

123. Gold Exchange Standard. —In India, 
as in other countries having a gold exchange stan¬ 
dard, ''gold actu Uy in circulation whether, it be a 
silver coin or a paper note, depends for its value ia 
exchange, not on its awn intrinsic worth, but on the 
maintenance in reserve of gold or resources readily 
convertible in gold and in the case of Russia and 
Japan, at any rate, large portions of the gold resour. 
ccs are held not at home, but in London, Paris, and 
other monetary centres, just as India’s gold standard 
reserve is held in Landau." Mr. J. M. Keynes, ia 


* C W -W i ri tt C o unW aa's lUport, pegs q. 
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( Inftfibook* and the Chamberlain Commission in it* 
' report, have favoured the gold exchange standard as 
| peculiarly suited to the condition of India end have 
dilated on the wastefulness of a gold currency. The 
latter sums up its view inth ; s connection thus:—“Our 
view is that India neither demands nor requires gold 
coins to any considerable extent for purposes of 
circulation ( a* opposed to s ivmg or hoarding), that 
, the most generally suitable media c f internal circula- 
i tion in India are at present rupees a i i notes, and that 
the Government shou’d, as opportunity may offer, 
encourage notes, while provi ling—and this is the 
cardinal feature of the whole system—absolute secu¬ 
rity for the convertibility into sterling of so much of 
the internal currency as may at any moment be re¬ 
quired for the settlement of India’s external obliga¬ 
tions." t 

In his masterly note of dis-ent appended to 
the Report, Sir James Beubie, a member of the 
Chamberlain Commission, has disposed of the objec¬ 
tions taken to the adoption in InJi» of a true gold 
standard, accompanied by goid coins in circulation, 
as was recommended by the Fowler Committee. 
Financiers in other couiitri s are alarmed at tho 
large absorbth-n of gold »n India a l.i would like that 
this stream ot tire yellow metal .-lould be diverted 
intoother channels. Imports of gold into this 
country are only the price paid bv foreign nations 
for a part of Indian exports, ami the cu renev system 
of India cannot be developed to suit their conve¬ 
nience and interests. Tho accounts of the hoards 
of gold in India and of the hoarding habits of the 
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people, are exaggerated and the fact thit the nnste* 
in western countries also are addicted to that ^ Mbit 
has been brought out by the quantities of sovereigns 
and other gold coins which have emerged from un¬ 
expected quarters for investment in war leans. Wo 
'have ample evidence to prove that gold coins have 
always beon popular and in extensive circulation in 
this country. One of the lesasons Mr. Ranade drear 
from his study of Mahra'ta history was that f the 
statement now so g- nerally made that India was to<> 
poor a country for the circulation of gold coins is 
unsupported by the fucs of the case, ns they can be 
ascertained from the history of ttie mints under 
Mahratta rule’ and that ttn re is no reason why ‘if 
the gold corns were in de nnnd a hundred years ago 
there should not be a sii.ali ir natural demand for 
these coins in oui present con 3iuon of greatly ex¬ 
tended commercial and banking activity.’ f 


Conditions m India in this respect a r e different 

-...... , ..— 4 . ..w 

from those prevalent m other countries^ wjuph 
goTc! iexclunge standard. Here the annual 

41 ’W> •—***-*•'■•*. 1 ^ * •> ' »« 5 Kj, 1 *' '' n 

(fold absorption is h a >d the production, of 
the yellow metal inTnaian mines comes to tour .or 
five crores a year.* The bid mice oE trade is usually 

* 1 ** •*-* * •* « ^ 

favourable to this countrv, uud occasions when gold 
may he required for foreign remittance, are rare. 
The accumulation of token coins turned out of the 
Indian mints and absorbed by the people, is danger. 
OUS, and ilfg cjlltiea are givenJor.tjie cncj^datLoL 

iff t an $ 

circuMmn of silver tokens for which Government 
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does not binfd itself to give gold coins, are calcu- 
lated to fo start he* hoardin-gh'&BiT whteh~evWy dne 
if anxious to discourage. Too much attention is 
paid in India to the maintenance of exchange, and 
etfety tHTng else is subordinated to it. 'Q^jf 'u£$lk 
S*4uch is the principal coin of the country, is only a 
note printed on silver and its convertibility ts lltmi; 
I)dL? ■ 

129. a Gold Mint for India.—After the 
Fowler Committee hnd reconimermed the adoption 
of b gold standard and a gold currency, the Govern¬ 
ment of India took, up seriously the question of 
starting a gold mint in Bombay, and in his financial 
statement in 1900, Su Clinton D.ukms announced 
that every thing was r<.n ly. But all possible imagi¬ 
nary difficulties having been raise i by the -Viint 
authorities in London and tne Brr ; >ti Treasury, the 
project was abandoned, l'he question was raised 
again in 1912 by Sir Vithahas T'hac^eraay by moving 
a resolution in the Supreme Legislative Council aud 
Mr. Gokhale accorded his support to the suggestion 
that gold should be coined in the Indian mints, ihe 
Government of India sent a despatch to the Secre¬ 
tary of State, dated lfrtn May, 19 2, and strongly 
urged the necessity of minting a gold coin ia India. 
The plea put forward in the despatch is supported 
by sound leasoning, and it completely demolishes 
the case of the opponents of the proposal. The 
despatch examines and refutes the arguments that 
an.Indian gold qqin is unnecessary, that it will not 
assist the maintenance of exe'n uige, aud that it will 


*Sm u stride on the tob}<et ia Tit Economit ft****, J*iw, i«M 
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be too expensive and ends by remari 

^opoMTtbTTgbracolnage has b^Wnd IT the 1 top. 
port of Indian public opinion. 

Lord Crewe referred the proposal to the Lords 
Commissioners of the Treasury. They did not 
accept it and instead offered two alternatives: (1) 
"That a branch Mint be established at Bombay 
solely for coinage of gold under the supervision of 
the Royal Mint and His Majesty’s Treasury; (2)that 
the control of the whole of the existing Mint at 
Bombay be taken over by His Majesty's Govern¬ 
ment, who would accept at the expense of India the 
responsibility for an establishment, producing not 
only British gold corns but also coins for circula¬ 
tion in India, that T, saver a* d nickel." These pro¬ 
posals could i ot b, acceptable ; but as Lord Crew 
pointed out in his reply, it was epen to the Govern¬ 
ment of India ' to produce at cue of the Indian Mints 
a separate Indian geld coin of the denomination of 
$ay Rs. 1C.’ The Secretary of State suggested that 
this course would re inexpensive and would avoid 
the intervention ot the British authorities in India’s 
general coinage operations. There was further this 
advantage that a gold coin of the denomination sug¬ 
gested would satisfy such currency requirements as 
are not met by the present facilities for obtaining 
^sovereigns, rupees and notes. The Chamberlain 
.Commission, however, holding as it did that a gold 
exchange standard with an actual currency consist¬ 
ing of token coins and notes, was quite enough for 
India, did not see its way to lend its support to the 
: idea of a gold mint or even of the circulation of gold 
% as currency. But if Indian sentiment wanted a mint 
and if the Government was prepared to incur the 
expense, it might have a gold mint provided the 
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coin to be minted was the sovereign ( or the half 
sovereign ). 

135. Gold Standard Reserve Pnnd.—One 

Wftsjr^ei^n the, jeQppnnfiadA^.oC.tb^£o]Kl(pr 
Comnutt«p. end was to be formed out of the profits 
on the coinage of rupees. The gold thusaccumSBft- 
•d, was to be made available for To reTgrrreffiittatrees 
whenever the exchange fell below specie^peinC 
But the intention of the recommendation and the 
object of the Reserve were differently interpreted, 
■nd the soundness of the policy pursued by Govern¬ 
ment in connection wth the Reserve was seriously 
called in question. I he chief question" for considera- 
tion regarding the reserve were :—(1) the purpose 
for which it should be used, (2) the form in which it 
should be held; (3) its location, that is, whether it 
should be held in England or India; and (4), its 
amount, that is, whether it sh uSd be allowed to 
accumulate indefinitely and, if not, what limit should 
be placed on its accumulation.* 

These questions were forced upon public atten¬ 
tion by the experiments w h ch were made by succes¬ 
sive financiers with the gold rt ser\e. As a corres¬ 
pondent observed in the Lj-'O >n Time' towards the 
close of 1^12, * Sii Edward Law perpetrated the first 
blunder by investing the reserve m England instead 
of keeping it in India. He was obessed by the pos¬ 
sibilities of interest, with the result that India has 
not only lost all the advantages of a liquid gold 
reserve but has suffered the loss of nearly a million 


* 5m Appesdfete to the Interim Report ot tin Ch«mberS»io Cea- 

•kefe*, page S7. 
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sterling through the depreciation of sep jritle*.' 
Another point of departure was that in connection 
with purchases of silver for his coinage operations, 
Sir Edward Baker decided to hold six crores of 
rupees of the gold standard reserve in coined rupee*. 
Then came the intervention of Mackay Committee* 
"The demand for railway construction had outstrip* 
ped the capacity of the Government of India to fur¬ 
nish the necessary funds. A committee which sat 
in England under the chairmanship of Sir James 
Mackay ( Lord Inchcape ), iight-heaitedly recom¬ 
mended that half th 2 profits on coming should be 
diverted to capital expenditure on railways. A 
million sterling was misappropriated to this purpose 
before the universal condemnation of sach a perver¬ 
sion of sound principle co.. pti’e-1 the. becret&ry of 
State to withdraw a decision *l;ich rn no conceiv¬ 
able circumstances sLouki have been taken,” At¬ 
tempts were likewise maJ -j to fix a limit to the ac¬ 
cumulation of the gold reser ve fund so that addi¬ 
tions to it beyo id the limit might be devoted to 
capital expenditure. 

In the crisis of 1907-08, the balance of trade 
turned against India. Exports fell off owing to the 
unfavourable character of the agricultural season 
and imports continued to pour in. There was * 
heavy demand for remittance of gold abroad, stimu¬ 
lated by the premium upon the yellow metal caused 
by the American financial crsis. The Government 
of India first hositiited and dMad out gold in small 
quantities. But its stock was small and whs likely 
to be scon exhausted. It, therefore, sold sterling 
drafts on London to the extent of £ & millions, 
which put a severe strain on the gold standard and 
currency reserves in London. This experience 
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taught a valuable lesson in the management o£ 
Indian currency, and similar measures were resorted 
to when there was an adverse balance of trade soon 
after the out-break of the war. 

136. Recommendations of Chamberlain 
Commission. —The Chamberlain Commission dis¬ 
cussed all the points m dispute between Government 
and its critics with reference to the gold reserve# 
mainly the questions whether the bulk of the Reserve 
should not be neld in gold instead ot in securities 
and in India insie td of in London and whether the 
Reserve should not be used to relieve monetary 
pSingency in this country instead of being locked 
pp In England. The Commission thought that as 
phe chief purpose cf the Reserve is the maintenance 
bf exchange and ns the gold is wantel for payment 
in London, that finarcial centre is the proper place 
[Where it should be located. It concluded (1) No 
jiimit can at present be fixed to the amount upto 
Which the Gold Standard Reserve should he accu¬ 
mulated ; (2) the profit? ou coinage o£ rupees should 
for the present continue to be credited exclusively 
to the Reserve; {3) a much larger proportion of the 
Reserve should be held in actual gold. By an ex¬ 
change of assets between this Reserve and the Paper 
Currency Reserve, a total of about 10,000,000 l in 
gold can be at once secured. This total should be 
raised as opportunity offers to 15,000,000 /, and 
thereafter the authorities should aim at keeping one 
half of the total reserve in actual gold; (4) the Indian 
branch qf the Reserve in which rupees a re n ow held 
should be abolished, the rupees being handed over 
to the Paper Currency Reserve in exchange^ f$r 
g$sfif (5) the proper place for the loqatioa Jt&jfrm* 

and («) the Gown- 
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ment should definitely undertake to 
India on London at the rat e of 1 g. 3Hd^ er ..jrm>ee 
whe'fieveFmlleTupon to do so. The consideration 
that a reserve of gold held in India will inspire con* 
fidence in the public mind and may be lent to Indian 
banks to the benefit of commerce and industries, as 
also the consideration that in a time of crisis location 
of Indian gold in London may cause serious inconi 
venience and loss, did not impress the Commission! 
and it lent its support to the policy pursued by* 
Government with regard to the location of the 
Reserve. On the outbreak of the war, the silver^ 
branch of the Reserve was abolished and a loan was 5 ; 
taken from it temporarily to replenish the cash 
balances of the Government of India. The following 
table shows the disposal of the sums paid to the 
Reserve upto 31st March, 1916:— 

Profit* on Coinage— £. £, 

Total Profit* realised, !at April, I‘too to 

31st March, I9i5 . 23,537,'95 

Diduct amount u*ed for Capital Ex¬ 
penditure on Rail why j . 1,123,655 


Profit paid to Gold Standarl Reserve. 73, 4lJ,54e 

Interest and discount received upto 3lst 

March, t9lC, . 5,453,539 

Profit by exchange . ic9,439 

- 5 , 562,971 


Profit and Interest paid to Reserve from 
1 st April, l9oo, to 3rst March, I9l6... 
DtJucl — 

Loss on Sale, Redemption, and Conver¬ 
sion of Securities .. 

Lou through depreciation . 

Miscellaneous charges .„ 


a7,*76,5l« 


1,192,367 
512,361 
40,407 

- 1,725,1*5 


Amount of Reserve on 3zit March, i9i6 


its 


«« 


£ 46,251,383 
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£. 


Staling, leeuritiei held in England (estimated 

value) • •*» Ml iM ... 16,318,693 

Cash held is England os account of the Re- 

ttrvt »#• iti ■>« 5,79i,«Jl 

Gold held in India on account of the Reserve... 238,731 

Temporary loan irom the Reserve to Treasury 

Balances in Indio.i ... ... 4,oOO,ooa 

Book credit in Treasury Au aunts, India ... 1,326 


£ 26,251,383 


At the eud of the official year, 1916-1 7, the total 
of the Reserve stood at £ 30-84 millions, more than 
£ 4 million being added to it on account of the huge 

r inage of rupees the Gove rnment had to undertake 
replenish its dwindling stocks. The loan taken 
{torn the Reserve was ret rned to it in the course of 
the year, and £ 24-7 millions were invested in 
London, £ 6 millions having been placed at short 
notice by the Secretary o£ State for India. 

127. 3?aper Money.— To economise the use 
of the precious metals and to supply to the public a 
more convenient form of currency, Governments 
and banks issue paper money, and paper occupies a 
large place in the currencies of the advanced nations. 
The cheque in England and the bank note on the 
continent, are extensively used as media of exchange, 
and metallic money occupies only a very subordinate 
position. The right of issuing notes is a monopoly 
enjoyed by banks in certain countries, while in the 
United States of America banks arc allowed to exer¬ 
cise this function freely. As the right to coin money 
out of paper is likely to be abused to the detriment 
of the public, the issue of notes is generally regulat- 
#4 by the State in all countries. Where there are 
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State banks, as in Russia, there is no question off^te 
control of Government. In countries, like England, 
France and Germany where the connection bet¬ 
ween the central bank and the State is very in timate, 
and in America, where there are numerous private 
banks enjoying the right of note issue, the regula¬ 
tion of the issue of notes is found necessary in the 
interests of the public. 

There has recently been a great expansion of 
paper .currency in India. The use of cheques h| 
ordinary transactions, is, however, extremely limiteV' 
and though the progress of paper circulation i» 
satisfactory, so far as it goes, there is an unlimited 
field for the expansion of p.tper currency. Spread 
of education, progress of industries and commerce 
and the policy of Government tending to popularise 
currency notes, w'il encourage a larger use of paper 
substitutes for mcUihc money, instruments of credit 
were in Uao among 1 ank-'ts uni merchants in old 
times but. bank notes and notes '.sued by the State 
as a part of general cur-er.cy, were not known. This 
?3 a development of the pan seventy ycats. 

“Unchr Acs of the Gc\ernor-Genera!, Nos. VI 
cf 1839, III of 1840 and IX of 1 843, the Presidency 
Banks of Bengal, Bombay arid Madras were authorised 
to issue notes payable on demand, but the issue of 
the notes was practically coniined to the three cities 
of Calcutta, Bombay arid Madras. These notes were 
not legal tender. The issues were limited to maxima 
of two crores of rupees in the cases of the Banks of 
Bengal and Bombay, and of one crore in that of the 
Bank of Madras. These Acts were repealed by Act 
SIX of 1861, providing for the issue of a paper 
currency through a Government Department by 
means of notes of the Government of India payable 
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, to bearer on demand. These notes were made legal 
tender within the circles of issue. Since the 1st 
March 1862, when this Act took effect, no banks have 
been allowed to issue notes in India. ” * 

128. Regulation of Issue.—Mr. James Wil¬ 
son, Finance Member of the Governor-General's 
Council, initiated the new policy by introducing a 
Bill relating to the paper currency in India in 1860. 
He pointed out in his speech the advantage of a 
Government paper currency to be managed entirely 
by the State. " The Government of India,” he said, 
“ proposed to take the issue department of the Bank 
of England as their model. ” “ Not only would such 
an issue department possess a security greater per¬ 
haps than that of any hank of issue in the world, but 
there would be a large direct proiit to the State from 
the interest derived ftorn the liduciaiv portion of the 
reserve and an indirect advantage in the improve¬ 
ment of Government credit from the purchase of 
securities for the paper currency reserve. I should 
mention that Mr. Wilson’s bill did not become law 
without considerable modifications, the principal 
being that the lowest denomination of note was fixed 
at 10 rupees instead of live, and that the fiduciary 
portion of the reserve was limited by the Act, as 
passed, to four crores of rupees instead of two-thirds 
of the note circulation as proposed by Mr. Wilson.” f 
Notes, which are only silver or gold certificates, 
representing a stock of the precious metals of equal 
value kept in reserve, do not possess the advantages 
mentioned above ; and fiat monev-.or 

* Memorandum submitted by Mi. F. W. Newmareh to the Cham¬ 
berlain Commission. 

•j- Evidence of Mr. F.*W, Newmareh before the Currency Commie- 
tsioo, l9l*. 
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p aperjBoney has its dangers. The Governmer/ of 
India placedTbefore’itietras^ its guide the English 
Bank Charter Act of 1844 and placed a limit upon 
the fiduciary issue though that limit has been raised 
from time to time as the circulation of the currency 
notes has steadily expanded. The issue of bank 
notes is regulated by the State in all countries. A 
reserve of gold and silver is insisted on as a guaran¬ 
tee for the encashment of the notes whenever they 
are presented, and the amount of the notes which 
need not be so secured by a reserve, is strictly limited 
by law, a departure being allowed therefrom only 
under specific conditions. The portion of the note 
issue not covered by a reserve of cash, may bear a 
certain ratio to the total circulation or may be a 
fixed amount to bo automatically raised with the 
increase of issue. 

It was provided by the Act of 1861 that bullion 
and coin should be retained as a reserve to pay the 
notes issued, with the exception of such an amount 
not exceeding lorn t lores of rupees as the Governor 
General in Council with the consent of the Secretary 
of State for India might from time to time fix. This 
amount was to be invested in “ Government securi¬ 
ties.” In December 186^ the note issue was valued 
at Rs. 5,11,00,000 and the Reserve was composed 
thus:— 

Rs. 

Silver Coin Reserve ... , ... i,93,*j,S6S 
Silver Bullion Reserve ... ... ... 1 , 1 7, 00,000 
Government Securities . 2 oo,77,l3e 

5 , 11 , 00,000 

The invested portion of the Reserve was thus 
About two-fifths of the total circulation. 
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The maximum fiduciary issue; which was ori ¬ 
g inally limited to 4 cr ores, was raise d to 6 crores in 
1 872, to 8 crores in 1 890, to 12 ciores i n 1905 a nd to 
I 4 cro7es"i nlT5-iXr~uruHnailv the securities in which 
a portion of the paper currency reserve was to be 
invested, were to be ‘ securities of the Government 
of India 1 ; but when in 1 ‘ 05 the limit of the fiduciary 
issue was raised to 12 crmes, ‘securities of the Unit 
ed Kingdom of Great Britain and Ireland ’ and ‘securi¬ 
ties issued by the Secretary of State for India in 
Council unde' the authoiity of Act of Pailiaraent, 
and charged on the revenues of India wtre added, 
the value of the letter classes of securities being 
limited to 2 crores. Ly Act V]I of I f ? 11 the limit of 
the invested portion was laised to 14 crores and it 
was provided tl at 4 crores out of these might be 
invested in secur.ues other than those ot the Govern¬ 
ment of India. 

129. Currency Leserve For several years 
the Paper Cuirency Ke.bcr'ie was kept mainly in 
silver and in India. But sinc< 18 l ^b this policy has 
been changed, and a portion oi the Reserve is now 
located in London to be used for the purchase of 
silver tor coinage purposes and also for the support 
of exchange. In 1-498 an Act was passed (11 of 1898) 
enabling notes to be issued against poll held by the 
Secretary of Stale 111 London. 1 his Act was a 
temporary measure intended to meet exceptional 
conditions. The Secretary of Stute sold bills beyond 
his own requirements for the convenience of trade, 
but the Government of India could not meet them 
from their balances. The above Aei was to enable 
them to meet the diawtngs from the Paper Currency 
Reserve, the Secretary of State setting aside gold to 
the account of that Reserve in London to the sam e 
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amount as the Government of India took out m m 
the Reserve in this country to meet his drawings. 

This temporary arrangement was extended for 
two years and then in 1902 by Act IX of that year, 
made permanent. Tim Secretary of State was ena¬ 
bled by this Act, to purchase silver bullion and to 
transmit it to India for currency purposes. * Thus 
the Secretary of State might either (1) hold gold in 
England as part of the reserve against the note issue 
in India, or (2) he might transmit the gold to this 
country to serve the same purpose here or (3) he 
might expend it on the purchase of silver, also to 
form part of the reserve. Gold or silver in transit 
to India, from its location as part of the reserve in 
England or vice vc>sa, remains part of the reserve 
while in transit. In practice only the first and the 
third of the above alternative courses are adopted as 
ordinarily soveriegns are imported on private account 
in sufficient quantities into India and render it un¬ 
necessary for the Secretary of State to ship them.’ 

If the silver required for coinage purposes cannot 
be purchased in India, it is but reasonable that u 
part of the Paper Currency Reserve should be trans¬ 
ferred to London by the sale of Council bills to 
enable the Secretary of State to make the necessary 
purchases whenever necessary. But the portion of 
this Reserve located in Loudon, came to be regarded 
as a first line of defence in a time of exchange crisis, 
and strong objection was taken to the utilization o! 
the currency reserve which is intended mainly to 
enable the Government of India to encash its notes, 
for supporting exchange and to the investment -and 
locking up of large funds in England. It was argued 
that the English joint stock banks worked with a 
very small reserve of gold and relied too much on 
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the Bank of England and that it was dangerous to. 
hold the gold of the currency reserve earmarked at 
that Bank. The general objection to the transfer 
of Indian gold to London in the case of the gold 
standard reserve applied with greater force to the 
gold in the currency reserve. The Government, 
however, replied that if the gold on account of the 
Reserve were not drawn to London, it would, in any 
case, have to be transfer] ed there for rhe purchase of 
silver when the stock of rupees was depleted and 
gold in India could not serve the purposes of 
currency. 

The Chamberlain Commission thought that "the 
gold in the TEeserve in India has been much in excess 
of the demand, that the Gold Standard Reserve has 
notTn itself been sufficient to secure beyond ques¬ 
tion the stability of exchange, and that gold in 
London is more directly and indub itably effective 
for this purpose than gold in India.” The Gold 
Standards Reserve has recently increased very rapidly 
owing to the enormous amounts of rupees the 
Government had to coin to meet war expenditure 
incurred on account of His Majesty’s Government. 

' The necessity of earmarking gold belonging to the 
Currency Reserve at the Bank of England which is 
said to be‘equivalent to the export of gold from 
London to India ’, because that gold so set aside 
against notes issued in this country, is not available 
to the London market, was removed by an amend¬ 
ment of the law, and the Secretary of State for 
India was empowered to invest the Reserve up to a 
total amount of Rs. 3-4 crores, this limit of securities 
in England having been only Rs. 4 crores before the 
outbreak of the war. The Gold Standard and Paper 
Currency Reserves have expanded beyond all ex- 
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, pectations in the course of the years of war,: /and 
the recommendations of the Chamberlain Commis¬ 
sion will not give sufficient guidance to decide how 
they should be invested and utilised as a permanent 
policy. 

130. Note Circulation. —Indian currency 
notes ‘are in the form of promissory notes of the 
Government of India, payable in rupees to bearer 
on demand, and are issued in denominations of 
5, 10, 50, 100, 500, 1,000, and 10,000 rupees. They 
are issued without limit at any paper currency office 
against rupees or gold. For the purpose of the note 
system, India is divided into certain circles, and (with 
the exception of the 5 rupee note which was univer ■ 
salised outside Burma in 1903) the notes were, until 
1910, legal tender only within the circle of issue.’ 
Since then all the smaller denominations of notes 
up to and including those for 100 rupees, have been 
universalised. An urgent demand for currency which 
could not be satisfied with the available stock of 
rupees, led the Government to think of issuing notes 
of extremely small denominations such as one rupee, 
in imitation of the one ,£ and 10 s. notes of Eng. 
land. The above universalisation of notes has 
assisted to expand and popularise paper currency in 
India. The average gross circulation of notes was 
28*58 crores in 1900-01, 45*14 crores in 1906-07 and 
65*62 crores in 1912-13. The active* average cir¬ 
culation in these years was 22*05, 33*93, 41*89 and 


* The 1 net’ circulation is obtained by deducting from the gross 
amount the quantity of notes held in Reserve Treasuries. We get the 
* active' circulation if notes held in other Government Treasuries and in 
Presidency Bank Head Officea are further deducted. In this latter cal¬ 
culation note* held in Government Treasuries other than Reserve Trea¬ 
suries, an net often included. 
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45*39 respectively. The active circulation on the 
1st February in the following five years was:— 

Crores. 


1913 

... 

... 


... 51*29 

1914 

... 

... 

... 

... 51*91 

1915 

... 

w • * 


... 45-09 

1916 

... 

... 

... 

.. 54*11 

1917 

... 

... 

... 

... 67*90 


The Government of India and the Secretary of 
State perform several functions which, in other 
countries, are performed by private and State banks. 
The connection between the Indian Government and 
movements of trade, internal and external, is very 
intimate and the financial operations of the Currency 
Department and of the India Office, ate on an ex¬ 
tensive scale. “Briefly the position is that, in addi¬ 
tion to the Treasury, Currency Reserve and Gold 
Standard Reserve Balances at Head-quarters, Govern¬ 
ment hold large amounts of money distributed over 
India in District treasuries and in currency chests, 
nearly every treasury having such a chest. Money 
comes in to the Government treasuries and sub- 
treasuries all over the couutry in payment of reve¬ 
nue, from which it is necessary to provide funds for 
expenditure at Head-quarters or in order to meet 
outgoings in England. Conversely, the trading 
firms have large remittances to make to the interior 
in payment for produce. Firms requiring money 
for this purpose constantly apply to Government 
for remittance orders from one place to another 
within the country, and Government meet their 
requirements, so far as they can do so, by the issue 
at a small charge of supply bills and telegraphic 
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transfers through treasury or currency. The aradint 
of remittances annually effected in this way is very 
large. The arrangement is economical for all parties 
concerned as enabling these transactions to be^ 
largely effected without any actual movement of 
coin.”* We propose to notice in the next chapter, 
a similarly intimate relation which subsists between 
the operations of Government and the adjustment 
of the transactions of India's external trade. - 

131. Summary. —Gold and silver coins have 
been used in this country as currency from time 
immemorial, though no attempt was ever made to 
lay down by law a ratio between the values of the 
two coins. Every king and prince had his own coins, 
and a uniform currency in such a large country was 
not to be expected. 1 he East India Company found 
a multiplicity of coins cuirent at the beginning of 
the nineteenth centurv and thought it desirable to 
establish a uniform currency system in its domi¬ 
nions. Without actually demonetising gold, it tried 
to give prominence to the rupee currency and ulti¬ 
mately silver monometallism became the regular 
system of the country. 

Gold coins still continued for several years to 
be received at Government treasuries at a fixed ratio 
of value, but this was found inconvenient and the 
silver standard was proclaimed in 1853. The Govern¬ 
ment was asked from time to time to adopt the gold 
standard but it did not see its way to do so. Silver 
came to be discarded as standard of value by one > 
country after another in Europe, and the fall in the 
gold price of silver caused great embarrassment to 
nations which were on the bimetallic basis. They ’ 

* Report upon the Operation* of Ute Currency Department during 
the year i9i3-i4. 
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tried to protect themselves against the influx of the 
cheap white metal and to maintain the legal ratio 
between gold and silver. But the efforts proved 
ineffectual and had to be abandoned. The free 
coinage of silver was stopped and the silver coins, 
though unlimited legal tender, became tokens. 

India was in a similar case. Here there was no 
bimetallism and a parity of the two metals had not 
to be maintained. But the Government: of India had 
to make remittances to England every year in gold 
and its revenue was collected in silver i upees. As 
the gold price of silver steadily declined, Govern¬ 
ment had to find more > upe.'t to meet the demand 
for home charges. Economy and additional taxation. 
Government believed, i.ad reached theii limits and 
they proposed to stop the fiee coinage ol upees in 
Indian mints and thus to . use its power of pur¬ 
chasing gold The Hercueli Committee, appointed 
to inquire into this ques f ca, approved the sugges¬ 
tion and in 1893 the mints were closed, not without 
strong oppoution from the public. 

Stability of exchange was, however, the main 
object to be secured and or; tire ad vice of the 
Fowler Committee, thegold__ val ue of the r upee whi ch 
had"ste^xgone~up m thp mejn JKJnle,’ wajjaed 
at 16d. in 189Q. A srold standard was thus establish* 

to iw '* ** ** SMMMMI.'U. .» 

ed and was to be accompanied by a gold currency 
in active circulation. This aim was, however, soon 
lost sight of, and Government drifted towards a gold 
exchange standard under which the yellow metal is 
to be made available only for remittance purposes 
abroad while the currency toi internal use may 
consist of silver tokens or paper. The policy 
recommended by the Fowler Committee and accept, 
ed by Government was likewise departed from in 

14 
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several important particulars. The gold reserve 
which was intended to be drawn upon in an exchange 
crisis in India was removed to London and invested 
there and the profits on rupee coinage were diverted 
to railway construction. The Chamberlain Commis¬ 
sion was appointed to inquire into the soundness or 
otherwise of the criticism of the currency and finan¬ 
cial policy of Government. 

That Commission placed the seal of its approval 
upon the policy which had been developed and only 
recommended certain changes with respect to the 
size of the gold reserve and the form in which it 
should be kept. It was satisfied with the gold ex¬ 
change standard and regarded a gold currency in 
active circulation as superfluous. The Commission 
held that rupees and notes were quite enough. And 
thatLibe use of gold, coins would be wasteful. It 
recommended that the invested portion of the Paper 
Currency Reserve should be increased irotn 14 croies 
to*ZD crores of rupees in view of, the.ateady,expan- 
ajou of paper circuiution and af the, economy wluch 
might thus be effected in t hojise of ms&dJjc taOdJpy • 
The lirhirof this uncovered portion of paper currency 
has been steadily extended since currency notes were 
first issued in 1862, till uQjler the stress of the vrar, 
Government was empowered to invest Rs. 50, crores 
oiu\ CXfcrxeasrm .tire ofIt3<dng invested,., in 
Biiti.shXt'eesdty.BiUfc 

Like the Gold Standard Reserve, a part of the 
Paper Currency Reserve is iocated in London and is 
used for purchasing silver and was looked upon as 
a first line of defence in a financial crisis. The 
Chamberlain Commission, while disapproving of the 
suggestion that the Currency Reserve, having for Its 
object the redemption of notes is rupees in Indie, 
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must be maintained in this country, did not endorse 
the view that it should be relied upon for main* 
tenance of exchange. Both the Reserves have grown 
with the currency, and the problem of dealing with 
them will have to be discussed and finally decided. 
In the meanwhile, currency notes are becoming more 
popular and the policy of univeisalising the notes of 
denominations upto Rs. 100, seems to have largely 
contributed to this result. The recommendations of 
the Chamberlain Commission were being considered 
by Government when the War broke out and put & 
stop to all discussion. Extraordinary measures had 
to be taken in the course of the struggle, and among 
these was the power taken by Government to in* 
crease the invested portion of the Currency Reserve 
and to invest the major portion of it in British 
Treasury Bills. Thus Indian gold granted consi* 
derable relief to the London money market and 
Indian investments ran up to a hundred crore. 
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Foreign Exchange and Finance. 
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132. Mechanism of Exchange.— If full 
payment in gold or silver was to he made to foreign 
countries fot commodities imported from them and 
was to he received from them for articles, exported 
to them, it would be a troublesome and waste'iM 
proceeding. As the paper money ot a c mntry will 
not be accepted foi payment of deb,.-, in another, 
the precious metals will have to pass to and fro 
between nations to settle their indebtedness to one 
another. But the trouble L avoided and th6 expense 
is saved by the mechanism of bills of exchange which 
enable international indebtedness to he adjusted 
very easily. Importers who have to make rerait- 
tances abroad, purchase the riders issued bj exporters 
of commodities to foreign countries tc their cus 
tomers and send them to their creditors who realise 
the money from people on whom the bills are drawn 
and who are themselves saved the trouble of making 
remittances to their own creditors. If a balance of 
indebtedness remains after such adjustment has been 
made, gold or silver may be remitted to make up 
the amount. 

“ International like domestic transactions are 
settled in terms of money: the machinery for effect* 
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ing payments differs in magnitude, not in principle. 
A merchant A in France, let us say, has imported 
coffee from M in Brazil, while B in France has ex¬ 
ported the same value of silks to N in Brazil. 
Instead of A sending money to M, and N sending 
it back to B, it is far simpler for A and B to settle 
with each other in Paris and M and N in Rio de 
Janeiro. B accordingly writes an order, known as 
a bill of exchange, to N directing him to pay M, or, 
in technical language, B draws on N; A buys this 
bill from B and remits (i. e. sends » it to M, who 
presents it to N and gets it cashed. Hue no money 
is exported and only one bill is drawn, inasmuch 
as it is not always easy for the M’s ana X's t.o find 
each other in Rio de Janeiro, and the A's and B’s in 
Paris, the business of issuing and purchasing such 
bills has become the function of 'he banker and the 
bill broker.” * 

The reciprocal liabilities of nations, as of indivi¬ 
duals, are not equal and the balance may be paid as 
much by the remittance oi a bill of exchange as of 
gold. Bills can be transferred K y indorsement and 
are always available in all parts of the world for 
payment abroad. '• Owing to the rapid growth of 
English commerce and the stability of our standard 
of value, London has become the financial centre of 
the world and there is no country which has not 
large and constant dealings with London. As a 
consequence it has become the custom to draw bills 
upon London, that is, draw bills which are payable 
in London, all over the world. These are accepted 
if they are good, every where, and they have become 
by degrees a species of international currency. And 
since the bills are so plentiful and common it is 
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always easy for any man 'who is abroad and di$?r#s 
to make a remittance to England to purchase one of 
these bills from a person whose business it » to 
deal in them, and then to post the bill to this 

country." * 

‘ I he system by which commercial nations dis¬ 
charge their indebtedness to one another is called 
Foreign exchanges.*" It deals, in fact, with the 
means o£ transmitting and settling international 
debts. At the same time, however, it deals with the 
international value of money, and with the value of a 
debt due in one country and payable in another."* 
The rate of foreign exchange is the rate at which a 
definite amount of foreign money can be obtained 
and laid down in another countiv by the payment of 
the money ci your own country. A merchant who 
wants to make a remittance to a fereign country, 
inquires how much he will be able to pay \ a his 
creditor abroad with a definite amount of th»j cur¬ 
rency of his own country. If the rate of exchange 
between London and New York is declared to be 
4-866, it means that an English merchant will be able 
to remit that amount of dollars to America by pay. 
ing one sovereign in London. Similarly if the ex¬ 
change on Paris is 25*225, the same merchant will 
lay down that amount of francs in Paris by 
paying one sovereign to his banker in England. 

133. Rate of Exchange.-—The rate <>f ex¬ 
change between countries having the standafcLcbih 
made of "the same metal," will be Chereiation bef#£6ft 

contained iiUfl* 

exchange* and the actual rate will be above or below 
it a as country has to receive more or less from 
* H. T. Eaatett : Mom?, Bsctangw and Baektof. """ 
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foreign countries than it owes to theta. The fluc¬ 
tuations in the rate of exchange, are, haweverHimited 
t|Titie w ‘gold points/ and o! the two methods of 
remitting money abroad viz. sending gold and seiz¬ 
ing a draft, that one will be chosen which is less 
e^Sinsive. Tf the charge of remitting gold is lower 
tian that of posting a bill, the former alternative 
will, of course, be preferred to the latter. “When 
the number of people who want to send money from 
Sydney to London is greater than the number of 
those who want to send money from London to 
Sydney, the latter w ; U be in an advantageous posi¬ 
tion, and able to buy drafts on favourable terms, 
but the amount in Sydney that their sovereigns 
or cheques representing sovereigns in London will 
fetch cannot rise above the exact equivalent plus 
the cost of remitting coin ucm one centre to the 
other. When that point u reached the exchange is 
at gold point.” * 

The relative value oi the English sovereign and 
the French franc is 25f, 22c. to the sovereign which 
13 the mint par of exchange. It ' he cost of remitting 
one sovereign to Paris i-i sav 7c , n will buy only 
25f. 15c. in that city. A London merchant will 
prefer to buy a bill and send it rather than remit 
gold if he can obtain say 25f. ldc. in Paris by the 
former method. This will, however, depend upon 
the mutual indebtedness of England and France 
which will determine the rat© of exchange lying 
between the gold points. ** It thus becames evident 
that the foreign exchanges are a mechanism by which 
international indebtedness' is settled between one 
country and another and that rates of exchange are 
the prices at which the currencies of the various 


* HkrtWy Wltb«* Thu M—nfag ot Mwmj. 
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countries are expressed relatively to one another. 
When the balance of claims between two places does 
not roughly agree gold has to be shipped to settle 
the difference, unless it can be met by what is called 
arbitrage, which consists of dealings in bills on other 
centres. For instance, London may not have 
enough claims on Paris to set off the claims of Paris 
on it but may be able to fill the gap with bills on 
Berlin, or some other centre, which Paris may happen 
to want,” * 

There can, of course, be no mint par of ex* 
change between countries having currencies of 
different metals, but the* general principles of foreign 
exchange given above apply also to the reciprocal 
relation between those currencies. 1'he fluctuations 
in the rate o: exchange will, in these cases, be 
great, but at any given moment, there will be a 
definite rate at which the currency of one country 
based on gold may he converted into that of another 
having a silver or paper basis. The market price ot 
silver, and the quantity of the paper money in cir¬ 
culation will determine this rate of exchange. The 
exchange on India before 1898 and on China even 
At the present day, are instances in point. 

There is one matter which it is necessary to make 
clear in this place and it relates to the way in which 
the exchange is expressed. We may state either how 
much of foreign currency a unit of our national 
currency will buy or how much of our own currency 
will be needed to purchase a unit of foreign cur- 
rency. These are two ways of expressing the same 
relation, but are likely to create confusion in the 
minds of the uninitiated. Thus in Loudon the ex¬ 
change on New York and Paris is stated to be ♦ 4*86 

* ; Tk* ot ‘ 
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fmi 25f, 20c. respectively, but that on Bombay is 
mid to be Is. 4|d. From thi.s» the Indian end, we 
may say that one rupee will buy Is. 4 |d. in London, 
but on the same principle, the exchange on Bombay 
would be expressed by stating it as Rs. 14-15-0, 
which is the amount of the Indian currency that the 
sovereign will buy in this country. But it is the 
practise to express both the exchange on London and 
that on Bombay in English currency and it will be, 
say is. 3ffd. and Is. 4£d. 

134. Indian Exchange. —Having briefly 
stated the general principles of foreign exchange, 
we shall now proceed to describe the nature and 
course of exchange as it affects India. The question 
of foreign exchange has played a very important 
part in the development of the currency and finan¬ 
cial organization of India owing mainly to two 
causes. First, the standard of value, as described 
in the last chapter, has for many years, been in 
India a silver standard. With the steady fall in the 
value of silver, the exchange with countries having 
a gold standard went lower and lower till the fall 
was arrested by the closure of mints in 1893. Ex* 
porters of goods from India benefited by a fall in 
exchange as they received more silver in India for 
the same quantity of gold obtained in foreign 
countries as the price of those goods. But importers 
of commodities from abroad and others who bad to 
make remittances to foreign countries, had to pay 
more rupees to get the same quantity of sovereigns 
in London. \ With the adoption of a gold s tandar d 
the problem of exchange became easy and fluctua¬ 
tions in the rate were limited.^ 

The second factor in the situation has been 
the obligation on the Government of India to remit 
is 
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a large amount of money every year to the Secretary 
of State for meeting the Home Charges. Government 
was, therefore, deeply interested in bringing about a 
stability of exchange so that it might be sure as to 
the amount of rupees it must provide from year to 
year. Though we now have a gold standard in 
India, it exists for purposes of exchange only, and 
the responsibility rests upon Government to main* 
tain the value of the rupee at the fixed rate of I6d. 
to the rupee. The Indian system is not automatic 
and the relation of the rupee with foreign curren¬ 
cies is not regulated by the course of the prices of 
silver and gold and the course of trade. The balance 
of trade does indeed determine in India, as else¬ 
where, the fluctuations of exchange between the gold 
points, but if the exchange rises or falls beyond 
these limits, it is manipulated by Government by 
the cessation of the :ale of Council bills in London 
or by the offer of drafts on London, as \vt sliall pre« 
sently show. 

The financial transactions of the Government 
of India in this country and in London, have thus 
exercised a powerful influence upon the develop¬ 
ment of the system of exchange in this country. 
The great Exchange Banks, no doubt, finance the 
export and import trade of fhe country, but the 
Secretary of State for India sells drafts on the Indian 
Government to place himself in funds in London 
and also for the convenience of importers of Indian 
goods into England. The latter want rupees for 
the payment of the price of Indian exports to be laid 
down in this country, and they can get the rupees 
either by purchasing the drafts sold by the Secre- 
v. tary of State for India or by shipping sovereigns to 
this country and receiving rupees and currency 
a notes in exchange for them. The less expensive of 
the two methods is, of course, preferred by 
merchants and bankers. 'Exchange on India will 
rise when there is a great demand for remittance to 
pay for Indian exports in the busy season and will 
tall in the slack season when exports are reduced 
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and there are very small payments to be made to 
India. 1 

So long as the mints were open! people had 
the right to take silver bullion to them and to have 
it coined into rupees. This import of silver into 
India competed with the sale of the Secretary of 
State’s bills in London. But when the mints were 
closed and the relation between the rupee and the 
sovereign was fixed by law, Government got a 
monopoly of the supply of Indian currency, and 
foreign merchants could obtain that currency here 
either through the purchase of Council drafts or the 
shipment of sovereigns. It is only when the exports 
from India fall off owing to scarcity that the method 
of Council bills fails and the Government of India 
has to sell reverse bills, and the Secretary of State 
meets his requirements by borrowing or otherwise. 

135. Development of the System.—The 
question of devising a convenient method of remit* 
ting funds to England has been often discussed since 
the beginning of the last century, "1 he manner in 
which such remittances could be defrayed with the 

g reatest advantage engaged the attention of the 
ourt of Directorsas long ago as 1813, when they 
explained to the Government of India that this 
nwghfc be effec f ed either by advances to the public 
service which would be repaid by the British Gov¬ 
ernment in England, or by remittances through 
private merchants who would pay money in England 
in return for bills on the Indian Government, or 
would receive advances in India from the Govern* 
ment, to be employed in the purchase of goods con¬ 
signed to the United kingdom; if these methods 
fwled to give sufficient remittances, bullion might 
occasionally be consigned to the Court of Direc¬ 
tors.” * AH these different methods have bean fol¬ 
lowed simultaneously or separately as was found 
necessary and convenient, and the Government of 
India have also remitted funds to England by buy- 


R*port of the Fowler Coamittee, Index and Appendkei, page *4, 
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fog bills in Calcutta. The method of^ingbiill of 
exchange on the Indian Government was found to 
belhe best and since 1862, reliance has been mainly 
placed upon it for drawing funds to London^ 

« Sales of the Secretary of States Bills were at 
first made (1862) monthly, and at a fixed rate of 
exchange. By a series of changes, fortnightly and 
then weekly sales were substituted for monthly 
ones; allotments to the highest bidder took the 
place of sales at a fixed price ; tenders were invited 
( 1876 ) for telegraphic transfers as well as for bills 
on India; reductions were made in the minimum 
fraction of a penny per rupee in the price at which 
tenders would be received; and applications were 
invited and received for bills and telegraphic trans¬ 
fers on dates intermediate between the regular fort¬ 
nightly or weekly sales. Bills and tiunsfers so sold 
are described as “ Intermediates ” of '■‘"Specials." f 

" The method of transferring funds from the 
treasury of the Government of India to that of the 
Secretary of State on a large scale by the sale of 
Council drafts is rendered possible by the lact that 
India has ordinarily a very large trade balance in 
her favour. Except in years of very deficient crops 
and unfavourable trade, this balance is so large as to 
be only partly met by the remittances which banks 
and commercial houses are enabled to make to India 
by purchasing the Secretary of State’s drafts;a con¬ 
siderable portion of the world's debt to India re¬ 
mains to be discharged by other means. Before the 
closing of the Indian mints to the free coinage of 
silver in 1893, this supplemental remittance was 
effected by shipments of silver to India to be coined 
into rupees; since tbe closing of the mints it has 
taken the form of shipments of sovereigns which 
are received at the Indian mints and treasuries 


t Report oi Ui« CbnabtrUin Cauunfankn i Appro dice#; jugs, n7. 
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in exchanges for rupees at the rate of 15 rupees 
toljfcf* 

136. India’s Balance of Trade.- The ba lance 
of t rade is said to be favourable to a country whe n 
ilsespor ts to foreign cpjmtafl^sflgedjttJn^c 
r ronTTB? - But tm» is a misleading phrase and the 
so called favourable balance may mean the drain of 
a nations > TweaIfB 7'V htTe atrii' Sce'srdP'igiporfi”ove r 
expoiTi may^S” indicative of g rowiny prospe rity. 
GT^it BritMuJiaporU lucre• than the exports.hut 
th is exo esadoee HBot represent hex indebtedness to 
fo reig n,countries, but rather the payments made 
to her by them for services rendered. The exports 
of India, which are not paid for by imports, represent 
the payment this country has to make to the Secre¬ 
tary of State for home charges, the profits of British 
firms and remittances of Europeans resident here. 
1 he true balance of liniehledne^ is loupfl pn jl 
careful synthesis of various visible and invisible 
items of expo rt and import, and customs statistics 
leave*a big gap which a close scrutiny must fill up. 

'1 he two sides of the account will stand thus :— 


(.«) Imports of merchandise. 

( J >,) „ „ go! t an4 silver. 

r 

(0 >1 ii securities. , 

i 

(<f) Remittances to private mdj- f 
vidual* such as travellers, J 


(*) Imports o! capital by firm* 
or individuals for invest- ' 
ment Ac. 


( f ) Exports ot merdiandive to 
j ay for imports. 

tf) bei re tar y of Male’s bills 
and transfers paid in India, 
(a) Remittances to England for 
interest on capital invested 
in India. 

(i) Payment* for commission, 
premiums of insurance 
('i ) Remittances for invest. 
ment abroad or for support 
of families Ac. 

(>) Remittances of profits earn¬ 
ed by firms &c. 


There are several other items of ‘invisible’ Im¬ 
ports and exports which must be taken into account 
in striking a balance. The following table will 
show the chief ' visible' items in the balance sheet;— 


IJTOUJf SOOHO^XOI. 


afrs 



Average of 
5 year* 
ending 
t9o5-o9. 

19o9-i<\ 

1 

1 

t9io~n. 

Impotr* of Merchandise— 

Ex-governmtnt stors* ... 

| 

1 7*, r <.7 

78,o4o 

*6,336 

Net import* of— 

! | 



OoM Mt »*• >l( ••• 


14,4445 

15,9*6 

Silver . 

5,4o5 

6,l4j 

5,714 

Effaced rupee paper 

’67 


i, 6 *o 

IntCTHt P« — 

! 

! 

1 


Enfaced rupee paper . 

! 373 

i 347 

36o 

Tots! Import ... 

j 89,3oi 

99,075 

I09,9l6 

Export* of Merchandise— 

i 

I 

i 

1 

I 

Ex-government Store* ... 

ItO.'Od 

’ trS,*S7 

139,9*1 

Net export* of— 




Enfaccd rupee pape r 

7 

{ 5*0 

**' 

Total Export ... 

i ro ai3 

j 1*5,777 

1 I39,7*» 

Net Report ... 

a.-,9i* 

| z6,7o: 

3o,oo5 

Council bill* paid in India 
through Treasury 

sj.boT 

18*732 

*3,t7S 

„ Gold standard Reserve... 

t.JJJ 

8,o9o j 

6 oo 

„ Currency „ „ 

*67 

1,000 j 

*,f« 

Funds supplied by Government to 
finance wheat purchase* 

... 

i 

l 

a* 


Krotru Hlh paid in India . 

r,rfo 7 

1*6 

i 

Net ... 

33, too 

37,666 

*6,*9» 

Balance of trade in favour of India... 

1 

• a* 1 

1,7*5 

Balance of trade against India 

1,188 1 

96* i 

_ .i 

its 
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(la tbomsed* of £ rterliuf.) 


l9ll-ie. 


BB 

Average of 
5 yean 
fading 
I9j3-i4. 

l9l4-lS. 

l9l5-l6. 

«>,)» 

197,331 

iea,i66 

| 97,232 

9i,953 


*S,i7* 

iS.oJj 

i5,£5o 

1 

1 19,242 

5,637 


3,538 

4,383 

4,i63 

1 4,(506 

6,676 

3,7i7 

7<*7 

351 

947 

! 685 

238 

6o3 

387 

J 353 

240 

t 397 

228 

313 

«ae, o83 

j 137.374 - 

142,866 

122,262 

104,732 

9l.3a9 

I5l,897 

164,059 

165,Si9 

I49,4n 

U!,o6l 

’ 

(-> 

* 31,587 


J 

- 


i 04 



»Si,t97 

i64,o59 

165 9l9 

149,515 

131,061 

131,587 

39.H* 

*6,68$ 

93,053 j 

37,353 

i6.3 3 9 

*o,iS8 

34,7*9 

35,881 

38,9l5 

*4,294 , 

6,59* j 

4,98o 

**• 

... 

*,i5o 

3.168 1 


7,533 

i,9** 

... 

... 

i,io7 ' 

1 

600 | 

8,l9o 

Ml 

... 

* 1 

... 

I 

3,831 

Ml 

... 

1 

ji 

! 

*£93 

34,777 

35,m 

3i,o65 

*7,538 

-1,5.3 j 

18,643 

ifiif 

797 

M« 

... 

l7,84i 

*l,6li 


.1 

8,103 

385 

... 

»M 


(«) Include* £ 4,S».»«c being th* tftlw of wheat iz ported <* 

4»kf l9l5-l6 WP«W««6 *» 
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The same balance of trade is exhibited in a clearer 


Year. 

, 

Gron ex¬ 
ports of 
private 
merchan¬ 
dise. 

! 

Gross im- { 
ports of i 
private 
mereban- j 
disc. 

j 

Net ex¬ 
ports of 
private 
merchan¬ 
dise. 

Imports of 

Council 

Bills. 

<° i 



i C<> 

1 

I909-IO . 

1 

1,87.88 

1 

l,l7,o6 l 

70,82 

4l,73 

J 

I .j 

3,09.88 

I 

1,29,35 ! 

80,53 

, 39,43 

1911-12 .1 

3 ,8 + 

1,38 57 

89,27 

1 43,17 

1 

l9l 3-13 .j 

i 

3 ^0,o9 

j 

1 , 61,00 i 

85,09 

38,83 

I 

j9i3-i4 . 1 

1 

S,4S,8« 

1 

I,&3,2D ! 

1 

65.03 

t 

4b f 6o 

Average for 5 years ...! 

3,24,11 j 

1,45,84 ! 

78,27 

i 

! 4t,35 

i9i4-r5 . 

1 

i, 8 r, 6 o ; 

1,37,93 

J 

| 43,67 

i 

j — a,*7 

i9iS-x6 . 

1,97,32 

I,3l,34 

63,88 : 

! 33,7t 


<»> 

. 

<•) 

j V) 


(a) These figu re* include export! of wheat on Government Account 
with o value of 6,90 lakhs. 

x9i4-j5. i9iS~i6. 

(3) Council bills and transfers 1 st 10,79 3i,o5 

Reverse Councils ... .. i3,ofi 7,34 

3?,7l 


—3,37 
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way in the following table*:— 

^_ (In l*kh» of nxptta.) 


Fund* and Treaiure. 

Balance. 

Net 

export trtm- 
tactiooaf 
Net impart 
tratu ac¬ 
tion!— 

Gold 

sovereigns 

(Net). 

Gold 

bullion 

(Net). 

Silver 
bullion 
and coin 
(Net). 

Govern¬ 
ment secu¬ 
rities 
(Net). 

Total 

4 to 8. 

1 

(5) 

(6) 

1 

(7) 

W 

j m 

(10) 

13,8e 

7,86 

y 37 

—7S 

f 

72,00 

—l,i* 

13,24 

ir.74 

8/,i 

5,4" 

74,45 

+6,o8 

37,34 

10,42 

5,^ 

1,06 

84,2* 


36 43 

i MS 

6,57 

? J 

83,51 

+i,$* 

11,34 

11,8*4 

6,2-1 

r,i 2 

77,28 

-11,56 

U,23 

10,63 1 

1 

7,22 | 

1 

n 

78,30 

—3 

i.es ' 

6,8o | 

J 

i 

1 

10 01 

35 

16,54 

i 

+ 37,*3 

—3,68 

! 

1,34 | 

1 

1 

1 

3,58 ! 

{ 

9o 

28,05 | 

< 

t 

+36,83 


* See Report upon the open, ions of the Currency Department 
I9ii~i6 and Review o! the Trade of India, i9j5-j6. 
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137. eoisdl Bills.—The above two tablet 


will give a sufficiently clear idea of the way in 
-which the national debts and credits are balanced. 
During the five years preceding the outbreak of the 
War, the excess of exports over imports of private 
merchandise was, on an average, Rs. 78*27 lakhs* 
This amount was due to India in payment for her 
exports, and it was paid partly by exports of gold 
and silver to this country and the balance was divert¬ 
ed by the Secretary of State for India by means of 
the sale of Council bills. The proceeds of these 
sales were used to meet the home charges, to buy 
silver f<?r the coinage of rupees in India, for the re¬ 
payment of debt and for capital expenditure. “The 
annuaTexpoffsTrom India 'are generally in excess 
of her imports, and an adjustment of the value of the 
net exports is effected partly J^UftraUtAJ5££|Ul r .^ u S h 
SfiJSiBfflSati^artly. bj^yal shipment ..af- i oi a ^d 


bullion and partly, inothex ways. The remittances 
througfilSbvernment are effected by means of the 
^Council bills and telegraphic transfers sold by the 

ment to pay on demand, at the treasuries in Calcutta, 
JIMS' aa’BonSrajTTlW-^•'WtiWTnts-spedfietr^tt "the 
b m S p. ^ i he bills thus serve the double purpose of 
pMfcing tha-Secretajy of State iu-iuadi to nwri. his 
outgoings in London, and of enabling trade to 
toak^Lft-remittaftce of fund rinTEe*dppd sTt e~direc^ bh 
f rpm T oadwtw-faidifl *' ** 

It must be borne in mind that the balance of 
trade is never settled within any period of twelve 
months like that of the official year, which is made the 
basis of our calculations, but if longer periods are 


Report of the Curreoty Depart meet tor i9i J-M, 
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token, the adjustment is seen to have token place* 
In the case of India, besides the 30 crores that are 
annually remitted to England on account of home , 
Charges, a large amount, variously calculated, goes 
>ut of the country in payment of proLtsof com¬ 
panies and earnings of individuals. Taking the 
British capital invested in this country! in a variety 
of industrial and commercial enterprises at Rs. 750 
crores, we may safely assume that the interest and 
profit on this amount cannot annually be less than 
R*. 40 crores. If the excess of exports over imports 
is not equivalent to these 40 crores plus the 30 crores 
of the home charges as one would expect, it must b« 
assumed that a part of the above interest and profit 
is spent in the country and remains to be invested 
in the expansion of the trade and industry of India. 

I he Secretary of State foi India can convenient¬ 
ly draw funds from this country by selling his drafts, 
and exchange banks buy those drafts to procure 
money in India from the public treasuries to finance 
exports. With funds thus obtained, these banks 
purchase bills of exchange drawn on foreign impor¬ 
ters of Indian produce and recover their money in 
England, which is once more used to buy Council 
drafts. The rate for the telegraphic transfers is* of 
course, a little higher than that for bills and the 
advantage of the T. T. is that money is immediately 
available to buyers in India. The rate of exchange 
depends upon the demand for Council drafts which 
is regulated by the course of Indian exports. If 
these last are heavy, the exchange rises, though it 
must be below the gold point. But when, owing to 
famine or other causes, Indian exports fall off, there 


t Sw H. F» Ho*w4i lodkft md the G*5d Stuuikid, p*g% $$» 
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is no demand {or Councils,'ana {there is a demand 
for remittance in the opposite direction. Importers 
of foreign goods into India, can not obtain bills on 
London and as the Indian currency consists mainly 
of silver, Government is called upon to supply gold 
|Eor remittance purposes as they have to discharge 
$the obligation for supporting exchange. Government, 
therefore, sellsdraftson London or 'reverse Councils 1 , 
as they are called, and the Secretary of State meets 
them from the funds that arc at his disposal. 

Experience gained in 19 08-09 and in the years 
of the War showed how an adverse balance of trade 
could be met by the release of gold in India and 
more particularly by the sale of sterling drafts. In the 
course of the year 1916-17, the balances of the Gov¬ 
ernment of India were so depleted by the expendi¬ 
ture they incurred in this country on behalf of His 
Majesty’s Government that the Secretary of State 
had to restrict his sale of Council bills. Funds could 
not then be brought out to India and gold from the 
currency reserve had to be released to meet the 
demand for currency which was not satisfied with 
the extraordinarily large issues of rupees and notes 
which had been made. The history of the exchange 
transactions of 1908-09 and of the years of War is 
very instructive. 

Towards the close of 1907 owing to a financial 
crisis in America and a failure of rains in this 
country, the money market became tight and the 
Secretary {of State could find no buyers for his 
Council drafts except at abnormally low rates of 
interest. On the 6th November, tenders dropped 
to 1 s. 3 ? d. and the exchange steadily went down 
to 1 s. 3 d. These quotations were below the 
point at which it becomes profitable to export 
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sovereigns from India. Government hesitated 
as to the course of action to be taken and at first 
released small quantities of gold in exchange for ( 
rupees, but as the stock of gold was small, they had' 
to sell sterling drafts to the extent of £ 8 millions ’ 
till the crisis was o\er and exchange again became , 
normal. A similar procedure had to be followed in', 
1914-154hd in 1915-16 when also icvcrse councils 
were sold in India each week. The following figures 
will be found instructive :— 


Sales of bills and transfers. 

1 

bales by I In Seen f ary of bfafe 


l9o6-o7 ... 

£ 

33,4iS,7ib at <>n j'eiage i<ue ot 

i t. 4 08 a d. the lupee. 

i9o’/-;8 ... 

£ 

i5,3o7,o6z . 

I J 4 029 <1 „ 

1 9oS-o9 ... 

£ 

14,1*4,545 

*. 1 93o5 d 

l9o9-io ... 

£ 

2 7.444,6o9 „ 

1 S. 4 o4l d. „ 

1 * 10-11 ... 

£ 

2 »\ 2 l 2 ,S 6 r> 

1 s * obt d. 

1911-12 ... 

£ 

a7,oS8,55o „ „ ,, 

i a 4 *83 d „ 

l9u~i3 ... 

£ 

25,743,7io „ „ , 

i • 4 o 58 d „ 

l9i3-l4 ... 

£ 

3x,2oo,82 7 „ 

1 1 4 2/0 J „ 

l9l4-i5 ... 

£ 

7,7*4,004 „ 

( i. 4 oc* d. „ 

I9l5-I6 ... 

£ 

ao,3il,4<jo ,. „ 

■ U 4 088 ri. ,, 



11 




bales by Government of India. 

l9oS-o9 ... 

£ 

8,o58,ooo BiH* at i *. 3|j d. the rupee. 

iSbS-io ... 

£ 

iSS.ooo 

Bili* iiu ilfd 

t9l4-i5 ... 

£ 

S,7o7,ooo „ and Trangter* . 

Transfer* at 1 * 3j r,j 
„ and I #. 3 t9 

I9i$-z6 ... 

£ 

4,893,000 deferred Transfer* at i ». 3,-j^ d. 


The way in which remittances were made to the 
Secretary of State in 1916-17, throws an interesting 
light upon the system of exchange and financial 
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operations of the Government of India. That Gov¬ 
ernment had to spend large sums in this country on 
behalf of His Majesty's Government who repaid 
those amounts to the Secretary of State. This was 
tantamount to the drawing of funds by the latter by 
means of Council drafts. But the difficulty was that 
the demands of trade threatened to remain unsatis¬ 
fied and gold could not be shipped to India as might 
ordinarily have been done. Council drafts beyond 
the budget calculations had, therefore, to be sold and 
met in this country from increased supplies of 
rupees. It was estimated at the beginning of the 
year that out of the & 22-\ million required by the 
Secretarj’ of State, £ 18*6 million would be paid in 
London by His Majesty’s Government and Council 
bills would be drawn upon the Indian Government 
to the extent of X 3-9 million. The recoverable 
war expenditure, however, rose to X 38£ million and 
an acute trade demand was met in London by the sal© 
of Council bills to the extent of X 33 million ! The 
total amount thus transferred to London went up to 
£ 71 £ million. The two-fold strain of increasing 
war outlay in India, coinciding with a strong trade 
demand for remittance to India, was met in three 
ways : (1) Large Imperial and Provincial surpluses 
enabled Government to supply X, 33 million from 
treasury balances; (2) The equivalent of £ 19$ 
million of new rupee currency was made possible by 
the purchase of silver in England; and (3) £19 
million were withdrawn from the Currency Reserve 
and were invested iu England. 

Of the £ 71 $ million thus received by him, the 
Secretary of State was to use £ 21*7 million for his 
ordinary expenditure, £ 16*2 million were spent on 
the purchase of silver and £ 19 million were invest- 
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ed in the Paper Currency Reserve. £ 4*3 million, 
mainl y the profit on rupee coinage, was invested on 
behalf of the Gold Standard Reserve and the 
balance left, was devoted to the discharge of debt. 
These operations may be exhibited in tabular form 
thus 


Gavtmmi’it of I*dta. Sicrttaiy of Stall for l»dta+ 

ae;n?_/> _/ 


Million £ 

Millira £. 

Treasury Balances 

33 

Ordinary Home Charges... 

ai-7 

Rupee Coinage ... 

>91 

Purchase of Silver ... 

x6-« 

Paper Currreney Reserve... 

l9 

Investment in Paper Cur¬ 



— 

rency Reserve 

. i* 

Total ... 

71 1 

Investment in Gold Stan- ... 




dard Reserve .. 

4-J 



Repv mcnt of Debt 

ro'3 



Total ... 

7rS 


138. Regulation of Council Drawings :— 

Usually the Secretary of State sells a larger amount' 
of council drafts than are necessary to yield him 
the funds that are necessary to meet the home 
charges. He draws up lo the utmost limit of the 
cash balances in ihis country and also from the 
Paper Currency and Gold Standard Reserve*. It is 
contended that requirements of trade have got to be 
met and the demand for Council drafts must be 
satisfied to the full limit. If this is not done and 
the sale of Council bills was restricted to the amount 
of home charges, sovenegns would have to be im-, 
ported into India only to be shipped back for the 
purchase of silver. The Secretary of State, therefore, 
sold freely and accumulated large amounts of Indian 
gold in London. These funds were partly invested 
in securities or lent for short periods to banks and 
were partly used for repayment of debt. 

This policy of drawing away Indian gold be¬ 
yond the requirements of the home charges, was 
strongly criticised in the press here and in England 
and “an Indian correspondent" wrote in the London 
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Times in November, 1912 as follows:—«It muni 
that many millions sterling of Indian money hare 
been improperly withdrawn from India. They 
represent sums extracted from the taxpayer in excess 
of the requirements of the State; capital withdrawn 
from India for use in London and there used, not 
in pursuit of Indian interests but for the con¬ 
venience of joint stock banks trading on inadequate 
gold reserves....There is therefore no justification 
for the sale of a single bill by the Secretary of 
State beyond the actual amount which he needs to 
discharge his obligations in London. But these ex¬ 
cessive sales of bills are a convenience to the 
exchange banks which have to remit funds to 
India, and it is often cheaper for them to buy bills 
than move bullion. They also afford a means of 
obstructing the natural flow of gold to India, and in 
this way allay the terrors of those joint stock banks 
who realise the inadequacy of the London gold 
reserves and are not averse to protecting them at 
the expense of the India tax-payer.” 

The India Office met these charges by pleading 
certain exceptional circumstances as the cause of 
the accumulation of large balances in London and 
by defending its system of the sale of bills on the 
ground of convenience and economy. The Chamber- 
lain Commission held that though “ the India Office 
perhaps sold Council Drafts unnecessarily at very 
low rates on occasions when the London balance 
was in no need of replenishment, ’’ it could not re¬ 
commend any restriction upon " the absolute dis. 
cretion of the Secretary of State as to the amounts 
of drafts sold or the rate at which they are sold, 
provided that it is within the gold points.” The 
Commission, however, distinctly stated that general 
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public Interests ought not to be subordinated to the 
^demands of trade. 

It is necessary to point out here that India's 
monies, its revenues, reserves and treasury balances, 
which are located partly in this country and partly 
in London, constitute one national fund, and two 
distinct accounts viz. the revenue i< count and the 
capital account are kept, the first dealing with the 
current income and expenditure of Government and 
the second with capital transactions. 1 he opening 
balance which the Secretary ol State and the 
Government of India must have at the beginning of 
the yeru is estimated at 6 uoifs of \ apees in London 
and IS crores in India. All monies, I tom whatever 
source they come, go into these balance-, and pay¬ 
ments are made out of them. An estimate is formed 
early in the year as to the position of the balances, 
the amount that must be borrowed here and in 
London for financing the public works programme 
and the repayment of tcmpoi.uy and permanent 
debt and the funds that the Secretary of Stale may 
diaw from India by the sale of Council diafts. This 
estimate is rarely adheied to and the ways and 
means progrumme is modified in the course of the 
year, larger sums being drawn from India than 
those estimated. Thus during the five years 1901-02 
to 1905-06, about 50 crores ot iupees were drawn 
in excess of the budget provision, and 63 closes was 
the excess during the four years 1909-10 to 1912-13, 
(There was a deficit of about 10 crores in 1907-08 
and 1908-09 owing to failure of the monsoon and a 
monetary crisis in America.) 

139. Rate of eoancil Drafts. —The actual 
distribution of Council drawings over the twelve 
, mouths of the year, is regulated as follows;—" The 
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Indian year, as is well known, is divided broadly 
into two seasons: the busy season, extending roughly 
from the 1st October to the end o£ March, and the 
dull season, extending from about the beginning of 
April to about the end of September. Thus the 
financial year begins with the dull season, during 
which the demand for the Secretary of State's bills 
as a means of remittance of funds by the public from 
Lond' ii to India is less strong tuan during the au¬ 
tumn and winter."* Council drafts can, of course, 
be sold on advantageous terms during the busy 
season, but mensem conditions and the course of 
export trade, can ro„ he anticipated, and the Secre¬ 
tary of State sell 0 r>> - drafts in b?th the seasons, as 
he wants funds to meet various obligations during 
the first as well as the second half of the financial 
year, ^fhe proeee L of the Couueil bills soil are 
devoted to ( 1 ) cum nt outgoings. ( i ) transfer to 
Currency and Gold M.mdrrd Reserves, if bill.- have 
been met in India r ; * of these reserves, ( l ) repay¬ 
ment of debt, temporary and peimanent, and {4) 
avoidance of debt. 

We are not co> ccrned here with Government 
balances and borrowing operations. It will be suffi¬ 
cient to remark that for the capital programme of 
each year, loans aie floated iu London and in India, 
and the larger the amount the Secretary of State 
can draw, the smaller will be his borrowings in the 
London market. How the drawings by means of 
Council drafts are distributed over the year in a 
normal year and may be disturbed in an abnormal 
year when ‘reverse councils' have to be sold in In¬ 
dia, will be clear from the following tables :— 


CHuuntakifi Committkoo’t Report, AppwuU* Vil, 
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(In lakhs of rupees) 



1912-13 

1913-14 

April. ♦»* 

... 2,72 

3,92 

May. 

... 2,83 

83 

June. 

... 2,09 

1,50 

July. 

2,82 

1,31 

August.... 

2,01 

1,70 

September. 

2,2^ 

4,09 

October... 

... 3,53 

6,12 

November. 

... 3,20 

4,11 

December. 

4,81 

5,90 

January. 

... 5,37 

6,80 

February. 

... 4,41 

4,91 

March. 

2,49 

3,41 


38,50 

46.60 


x 



Sli'Tling Iran f.r.j Council bills and 


on Lonbj'i i ,:i loiegraphw trmns- 


trir»nev -4 nf * t* 

rs (in of 


poan-D) j 

__ _ 1 _ 

rupees}. 

April. . 

\ 

\ 

1 

1,63 

Mav. 

I . 

1,03 

Jane 

! 6? i , 

a 

July. . . 

*! 3 "7 

8 

Anpuut 

j ST? 

23 

September . . 

;»o 

2,17 

October. 

«•#'' * 

2,26 

November ... 


2,02 

December, ... 

V, ... 

S,S8 

Jinaary. 

.... ( 

6 26 

February. .. 

1 

6,02 

Maroh. 

. j 

6,33 

1 i 

Total... 

4,80S j 

30,87 
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The financial year 1915-16 opened with a weak 
exchange and small quantities of bills were sold in 
the first two months, lu the next three months 
the sale practically ceased and sterling transfers had 
to be sold on London. In April, tenders had been 
accepted by the Secretary of State at Is, 3fSd. for 
bills and the rate in May fluctuated between Is. 3^gd. 
and Is. 4 T ’ 2 d. The exchange steadily rose to Is. 
3 jsd. towards the close of August and to Is. 4$d. in 
December. Sterling drafts were sold by the Govern¬ 
ment of India at Is. 3f^d. per rupee. In the year 
1916-17 the exchange ruled high. As we have al¬ 
ready explained, the Government of India had to 
spend a very large amount for His Majesty's Govern¬ 
ment who repaid the amount in London to the 
Secretary of Slate. It was difficult, with the depleted 
treasury balances in India, to meet Council drafts for 
which demand was exceptionally heavy. As a result, 
exchange went up, those desiring to make remit¬ 
tances to this country having to pay more pence 
than usual while a rupee paid down in India could 
buy a larger amount of pence in London. 

140. Summary. —Imports of a country are 
paid by the exports and vice versa and the balance 
must be settled by a remittance of gold or silver. 
The movement of the precious metals for the liquida¬ 
tion of the mutual debts of countries, is avoided by 
the use of bilh of exchange which are orders issued 
by creditors to debtors for payment to parties 
mentioned. Like an ordinary commodity, these bills 
can be sold and purchased in the market and those 
who have to make remittances abroad may buy the 
orders and send them to their creditors to be realised 
from the persons on whom the bills are drawn; 
Bills on London are every where available and in 
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demand, and they are a favourite means of making 
payments abroad. 

The rate of exchange shows the reciprocal rela¬ 
tion o£ the currencies of different countries and may 
be expressed in two ways. We may state either the 
amount of foreign money which a unit of our cur¬ 
rency will buy or the amount of our own money 
which will be required to obtain a unit of foreign 
currency. London rates of exchange on foreign 
countries are generally expressed in foreign cur¬ 
rencies and foreign exchange rates upon London 
also are similarly expressed, with a few exceptions. 
The Indian exchange o 1 London and the London 
exchange on India are expressed in pence as the 
New York exchange is expressed in dollars from 
both sides. We take the following rates for 20th 
December, 19i6 : — 

London Course >f Exchange, 

London on— 

New York 4*76' 

Paris 27 fr. 80> e. 

Petrograd 158 r. 

Spain 49 d. 

Italy 32 Ir. i>2£ c. 

No r wav 17 kr. 06. 

Lisbon 31i. rl. 

Foreign Exchange Rates upon London. 


3oth December, t9j6. 

On London— R;>te current l'ivr »» utunliy Prem.+ 

quote 1 or die.— 

Amsterdam, sight 97, 5 B pi piastres per £1 —0*2 

Italy, sight 32 lr. 77 Jo, X'o-22^- lira per £1 +29 0 

Lisbon, sight 31 J d. )3^d. per milreis +41*6 

New York, sight 4*7h^ ,44*8800 pet £1 —2*3 

Paris, cheques 27 f. 80£ o. 2f5*22|franoapt>r£l +I0*t 

retroglftd, sight IhOJ r. 94*')7 roubles 

per £10 +66*2 

Bombay, Transfers 1 s. 4 ,* d. Sterling to rupee 

la. 4 i. —M 
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A typical Indian course of exchange will be as 
follows:— 

Bank Telegraphic Transfers 1 s. 4**, d. 

Bank Demand Drafts 1 $. 4*V d. 


3 Month’s sight Credits 
Bank Demand on France 

$ Months’ sights Francs 

30 Days’ sight Hongkong 
30 „ „ Shanghai 

60 „ „ Japan 


1 s. 4 r\ to d. 
188 fr. 

(for Rs. 100). 
194*. 

165] Rs. 

240*. Rs. 

150 to 151 Rs, 

( for 100 yen ) 


Bank D. D. on New York. Rs. 310* (for $ 100). 

The iate of exchange fluctuates between the 
gold points, viz. the points at which it is more pro* 
fitable to import or export gold rather than use bills 
of exchange for remittance purposes. Fluctuations 
tbu3 limited, are regulated by demand and supply. 
If there is a large quantity of bills nvailuble, those 
who want to buy them for making remittances 
abroad will get them Tot a lower price and if the 
demand exceeds the supply a higher price must be 
paid. Exchange Banks carry on this business of 
buying and selling bills in India but the exchange 
problem has a peculiar importance in this country 
on account of the practise of selling bills on India 
followed by the Government during the last hundred 
years. 

India has normally a favourable balance of 
trade, that is, there is an excess of Indian exports 
over imports. The excess represents the home 
charges and the remittances of earnings, profits, and 
commissions of firms and individuals. On both 
•ides of the national account there are several in- 
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visible items which are not recorded in customs 
statistics. The excess of the value of exports over 
that of the imports, is paid to this country either by 
means of council drafts or the remittance of the 
precious metals. If the excess is not as large as one 
would expect it to bo m view of the remittances of 
various kinds which have annually to bp made 
abroad, it shows that a part of the amount is retained 
In tins country as capital Cor investment in in¬ 
dustries and trade. The excess of Indian exports 
makes foreign countries our debtors, and thus a 
keen demand arises for remittances to this country. 
Thib fact enables the Government of India con¬ 
veniently to make payment to the Secretary of 
State fyi the disbui .etue'm.s lie makes in London on 
its behalf. We have u gold exchange rianut-rd and 
the Government has to take steps to maintain the 
exchange at the fixed rate ui i d. the rupee. I his 
feature ot our currency system, joined to the gold 
obligations of Government, imparts a peculiar 
interest to the problem of Indian exchange. 

The Secretary of Stale has to draw funds to 
London for 1,is expenditure lhere on behalf of toe 
Government of India and the bills and telegraphic 
transfers be sells, are purchased by those woo want 
to make remittances to this country for goods im¬ 
ported or by banks which want rupees and notes for 
their financial operations. So long as the mints in 
India were open to the coinage of silver presented 
by the public, the balance of trade in favour of India 
was liquidated by the import of silver, and exchange 
was determined by the gold value of the white metal. 
Till the year 1S93 exchange steadily declined, com* 
'polling the Indian Government to raise more rupees 
fcy means of taxation fox the payment of home 
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charges in gold in London. Since • the exchange 
was fixed jit 16 d. per rupee, only in years of finan¬ 
cial stress caused by scarcity oi otherwise, has Govern¬ 
ment been compelled t.o cease selling drafts on India 
and to offer sterling (hafts on London. It is profit¬ 
able to banks to import funds into India by purchas¬ 
ing bills in London rather than by shipping 
sovereigns and then getting rupees for them from 
the Government, and therefore the Secretary of State 
'has been selling his drafts to a much larger amount 
than is needed for his current expenses. 

The Government nf India pay for these bills, 
when presented, from their balance, and thus their 
remittance for home charges rs etfccted. Bv means 
of the Councils, the Gold Standard Reserve and a 
large portion of the Currency Reserve, have been 
drawn to London and there invested in British secu¬ 
rities. A part of the drawings is used for purchasing 
silver for the mints in India. There is a heavy de¬ 
mand for drafts on India during the second half of the 
financial year, which is the busy season when crops 
are moved to the ports, and the rate of exchange is 
then higher than in the first half of the year. 
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Banking and Credit. 
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Taussig Principles of Em -> ; ; Parson , Principles of Econo¬ 

mics ; Hartley Withers: l he AUarue t>l M*>ney ' M. Keynes : fn- 
dian Curren'* and Fuotut R si o r , i cj the Chamber!an Commission ; 
Statistical Tables Relatin’ tr Par P , htixe . Statistics relative to 

Jpitif S/och Compa* :cs I'rihsk Ini: i o>'t Mysore , Ketuinge: Rural 
Economy m the Bomb ry De.car , I> F V> l Agricultural Ban hi 

in India 

141. Indigenous Banking, -Even before the 

admit of modern joint block banking in this coun¬ 
try , there were numerous bai king firms and bank¬ 
ers who carried on business on an extensive scale. 
Money lending was and Edunc by numerous persons 
of every caste and class ai d in towns and villages, 
all over the country. 1stmgnished lrom these 

money lenders, the bun’ ors took money on deposit, 
made loans and issued drafts or ■ buddies,’ and the}' 
have ahvu)s occupied n high status in society. In 
old times government? bon owed largely from the 
bankers who financed nnbtaiv campaigns. The 
IV'hwus, for instance, were heatsly indebted to 
them and several banking houses enjoyed great 
social reputation for the extent of then transactions 
and the honesty of their dealings. 

English banking, whirl) has now assumed a vast 
magnitude, also began in this humble way. When the 
prejudice against usury disappeared, the people first 
to take advantage of the favourable situation, were 
the goldsmiths. “ As they had valuable property 
of their own to guard, people were inclined to think 
that what would be trusted to them was safe. 

S8 



Inman economics. 


298 

Accordingly the practice of depositing money or 
bullion with the goldsmiths became a common one, 
the more so after 1640, when Charles 1, then in great 
straits for money, had seized the bullion o£ private 

merchants left for safe keeping m the Towei. 

When the goldsmiths thus obtained deposits, they 
naturally were ready to lend at interest. Cromwell 
borrowed from them on tin seemitv at the taxes 
and paid them back when the taxes came in ; Charles 
II continued the plan, paying the goldsmiths 8 per 
cent, for what they advanced.' - * 

The small bankers took deposits and allowed 
interest upon them, gave loans on the security of 
jewelry pledged with them and purchased and 
sold ornaments. ihi-> business is being done to-day 
extensively m villages and small tow’ns all over 
India, where modem banking is unknown. The 
banking houses of a higher status have dealings o?l 
a much largei scale. 1 hev hnance lnleinul trade 
and remit monies Irani one place to another for their 
customeis and discount the bundles of small pro- 
! ducers and dealeis. In spite of the rapid progress 
joint stock banking has made during the last genera¬ 
tion, these indigenous banking nouaes play an ex¬ 
tremely important pint nr the internal finance of 
the country, i'hev actommodnte '■mail traders and 
producers whom the big banks uumot reach. Their 
•hutidT draft is easily available and through it remit¬ 
tance can be most conveniently effected in the ab- 
■ sence of other banking facilities. 

Mr. Findly Shirras thus de sen best the indigenous 
bankers;—“ before the British era trail,' w&k entirety 


* Towneend Weiner Land-marks in English htdurttlal Uietory 
4 Ret oit ot a lecture delivered in Calcutta is i9<4. 
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financed by bu,nias^yrho combined money lending and finance 
with trade. Throughout the length and breadth oI India 
these banta* midertook the financing, of agricultural opera¬ 
tions. They were chiefly Marwaris from Marwar Ghettieft 
from Southern India and I’hattias and Panties in Bombay 
and Gujarat, Today tin mom y louder or money changer 
was i-till in a flourishing condition The larger Indian 
bankers and shroff' still continued to do large part of the 
internal banking busi no is Tint wire <1 depositories of 
mnch of the inonev wealth of the villages or dis-tricW m 
which they resided an I they wore also toigagid in tichangn 
operations % sll a" tiadmg on their own tic om t They 
used Aundifi a lie v/lih h Wtr« drawn up m l/aAajani or a 
written char,at r [nulia to banker 1 , and the-u wtia 
usually illegible i i .my one ouUitb ln_ir clttrf- A dis¬ 
honoured Fund) was an t vent id rar< > i amine utli them 
/Fund n tie pitt the i , i :\ni to. k oinking, were 

not decreasing bn* •m rutsing. »rd lin nvltiai' of httni n 
was f hi most jcwkh portion <>t i bn pur*- 1 , Indian »vstetn. 
The Feint a cla-s v as <»ni )o u f . on India was -| wfly lotleb*" 
od for financing as-rn oil ni'i n,«. riunviij. produiU from 
the growing to the .on nrm; dmin.t- and distributing 
goods of all kinds all over India, lo'nt “tick banks, were 
not in any way a lundtanei to the':* trade; u fact they 
relieved them of much hi uhlo and risk,'' 

192. Rise of Modern Banking Besides 
these (1) indigenous banking house', u*d Hankers, 
there are in India to-day , [2) th,_ three Presidency 
Banks of Bengal, Bombay and Madras, (3) the 
Exchange Banks doing business in this country as 
well as in , others, and (d) the Indian joint stock 
banks. ‘( The European system of banking was h t- 
tr ftfinceri into I nciia by r the Age ncy Mouses* 1- o f 
Calcutta^ ThestTwere noV Ultfl'BIV^Sefc^ianis and 
agents out also bankers who did business with the 
merchant princes of India, planters and the civil 
and military services. They possessed a note 



300 


Indian Economics. 


circulation which was extremely beneficial to them. 
After the passing of the Act of 1813 which gave 
greater inducements to Europeans to settle in India, 
there was a considerable extension of banking in 
connection with the Agency Houses but the great 
commercial crisis of 1829-30 put an end to almost all 
these Houses."* 

*' The Presidency Bank of Bengal was opened 
in 1806 and received im chart* i of iii'-oipuiatian 
from the East India Company m lbCk Hie first 
Bank of Bombay (it went into liquidation in 1868, 
and a new one was ionutd ns the same year ) was 
established under a mind.u thmti-i in 1810, and the 
Bank of Madras in Is 1 '. Tli- c-tablishini-nt of th°se 
Banks in the other Presidencies put an end to the 
possibility that tnc il.uk ot Bengal might bee dine a 
Bank for all India. 1 he Presidency Banks had at 
fiist, a semi-olhn.il char... ter. At the foundation of 
the Bank of Bengal, tire East India Company coa- 
tributed one-fifth ( the proportion became smallei 
subsequently ) of the capital and appointed three of 
the directors. Upto the time of the Mutiny the office 
of Secretary and Treasurer was held by a covenanted 
civil ian/’t 

143. The Presidency Banks The re¬ 
lations of the Government of India and the Pre¬ 
sidency Banks are regulated by the Presidency 
Banks Act of 1876 which imposes certain definite 
restrictions upon their business operations while it 
concedes to them some material and moral advant¬ 
ages also. Before that date the agreements with 
the Banks compelled the Government to place ail 

* Mr. Findlay Sbirras, Report of u lecture delivered in Calcutta 
in i9i4. 

t }■ M. Keyset; Indian Currency and Finance, 
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the cash balances belonging to them In the hands of 
the Banks with the result that there was a serious 
danger of Gjvernment’s money not being available 
when it was urgently required. In a despatch to the 
Secretary of State, dated 30th June, 1874, the 
Government of India wrote:—“The Bank of Bombay, 
accustomed to high Government balances, and 
relying on the maintenance of those balances, had 
so employed them that they were practically locked 
up ; for had wo insisted on withdrawing them more 
suddenly we should have done so in the face of a 
warning that wo should produce a commercial crisis, 
and therefoit foi a time the Government balances 
at Bombay were useless for the purposes of th* 

Government .We are of opinion that a Govern- 

ment subject to the contingencies to which the 
Govei nment of India is exposed, ought not to be 
without a reserve and that this reserve shouiu be in 
its own hands. Jfhc Government was inclined to 
dissolve its connection with the Banks, but pre¬ 
ferably it proposed “ to make a change in the 
agreements with the banks, so that instead of giving 
them the right to holdall tin Government balances, 
the stipulation may be confined to engaging to pay 
them inteiest when our balances are reduced below 
certain amounts.” 


Ill his reply, the Secretary of State ( Lord 
Salisbury ) gave his assent to the proposal of the 
Government of India about establishing an in¬ 
dependent treasury system and leaving with the 
Presidency Banks certain minimum balances without 
interest and imposing by law specific restrictions 
upon their business operations. * The Presi dop pv 
Banks Act of 1876 laid down resections as tc 
tic ^oatf&tfi^bhs an&* number of directors; the 
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kind of business that they could and co uld not 

• limits of ^t^SS HS BS 1 

!’an2(’s3“fdHBr Thefianks have tried to get some o£ 
these restrictions removed as needless, and wanted 
liberty to deal in certain securities which were not 
allowed by the Act. c. g., securities of State-aided 
Railways and of District Boards. They also wanted 
to be empowered to borrow outside India so that 
they might have access to the great store of bank¬ 
ing capital available in London. 

This and other matleis connected with the 
powers and resources of the Fiesidency Banks, were 
topics of prolonged discussion among the parties 
concerned. Strong objection was taken to these 
Banks being allowed to pledge securities and take 
deposits in England and thus mLc funds there. 
The Exchange Banks vehcmentlv opposed the sug¬ 
gestions that the Presidency Banks . houid be allowed, 
when the Bank rate in India was A pei rent, or 
higher, to borrow in London, that they should be 
permitted to deal in foreign bills under certain con¬ 
ditions and that they should be allowed to draw 
sterling drafts on London for the home remittances 
of their customers subject to a limit of 200 in each 
case. One of the Exchange Bunks, the Mercantile 
Bank of India, wrote to the Secretary of State :—“ It 
would be an anomaly in State banking to find the 
Presidency Banks of India, w hich depend for their 
prestige and resources so largely on their State con¬ 
nection, turning their attention and their resources 
from the object of their existence—the facilitating 
the internal trade and requirements of India (a 
sufficiently wide field one would imagine), to embark 
in operations of foreign exchange. It would, farther, 
he a serious matter for the existing Exchange Banks, 



Their Business. 


803 


and very unfair to them if these State Banks, backed 
by their State support and the large amounts of 
public funds placed at their disposal by the State 
free of interest, should be authorised to compete 
keenly, and with all the power that their privileged 
position gives them, with those institutions which 
have hitherto conducted that business to the satis¬ 
faction of the mercantile cominunit,. ' 

The other Exchange Banks wrote in the same 
strain and there was a lively debate between them 
and the Presidency Banks. The latter attempted to 
show that the apprehensions of the Exchange Banks 
with regard to unfaii competition being set up in 
exchange transactions against them, were baseless. 
The proposal of the Presidency Banks was favoured 
by the Government of India, but the Secretary of 
State was strongly impressed bv the contention of 
the Exchange Banks thai their interests -would be 
injured by the proposed changes and declined to 
sanction even a moderate concession to the Pre¬ 
sidency Banks viz. allowing them to draw sterling 
bills on London • lor the purpose of the remittances 
of their customers subject to a limit of 200 /. in any 
one month oil behalf of any one customer The 
discussion was brought to an end on 2 6th September, 
1906, with a telegram from the Secretary of State in 
reply to one from the Government of India asking 
permission for the above amendment of the Act, 
stating: 'Your telegram dated 15th September. 
Presidency Banks. I regret that I cannot accept 
your proposal.’ 

144. Their Business :—We shall pteseatly 
deal with the question of monetary stringency and a 
high bank rate prevailing in India during the busy 
season, which was involved in the above discussion. 
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It is to b© noted here that the Presidency Banks are 
three powerful joint stock banks having special 
relations with Government and carrying on the 
ordinary banking business under certain well de¬ 
fined limitations. They lead in financingthe internal 
trade of the country, and the ordinary joint stock 
banks follow them at a distance. They take de posits 
and l end on security,and discount. b ny,.u L ^s.clI.JbiUs 

Worrmv “aas^ap 1 - 

side India, nor can they deal in sterling bills. The 
conditions on which they may give loans are strictly 
laid down by law. They perform certain services 
for Government and receive icuiuncnilion for it. 
Government holds no shares in the Banks and is not 
represented on the directorates. If, however, keeps 
certain minimum amounts f.u- < f hitfr-st with the 
head offices of the Banks and if the publ'e de¬ 
posits- frill below the stipulated ‘’naif. interest is pail 
on the amount by which they fall shott. Usually 
Government keeps larger deposits with the Banks 
than they are expected, though not bound, to do. 

••Whe r e a branch of a Presidency Bank < xiary part of 
the Government haianoo i° ueno-dteG ij, it Similarly a 
part of the Government balances hold at Calcutta, Madras 
and Bombay, is deposited at tlu- head oflicor of the three 
Presidency Banks. The relations between the Government 
and tho Presidency Banks in roS] ect of the holding of 
balances are partly regulated ly agreonn i.ts with tho three 
banks which were last revised in ! ftt»8 The ftyreemeuts 
provide that the Banks are to transact general business fut 
the Government at their head Ohioan and certain braucht" 
that they are to receive certain remuneration ; that the 
Government is not bound to retain at she Banks any 
particular stun j hot that if its balance at the Bead Office 
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of any of the three Banks falls oa any day below a specified 
minimum, it is to pay to the Bank interest “ at the lowest 
rate chargeablo on sack day by the said Bank to the public 
for loans recoverable on demand,” Tbo remuneration of 
;the three Banks and the minimum balances that they are 
to hold for the Government at their Head Offioe without 
'charging interest are as follows .— 


Bank of Bengal 
Bank of Madras 
Bank of Bomba v 


Remuneration 
per annum, 
£, 

900 

«00 

800 


Amount of Balance 
below which 
interest becomes 
payable, 

£. 

”?»!t } 300 

120,000 

132,000 


‘ 4 The revision of these agreements is n >w under the 
consideration of tlve Government of India. 

l n actual practico the Government of India is mneh 
more liberal to the Ban):." than if provided for in the 
agreements They usually keep at the head office- of the 
three Banks the following amounts •— 

Bank of Bengal.407 900 1, to 033,000 l. 

Bank of Madras. A It ,tl« over 133,000 l. 

Bank of Bombay. .‘>07 000 f. to 3S3,000 1. 

tin the dotation of a loan and in special cases, tho 
amounts are increased.’' 


Presidency Banks. 



1906 ! 

1914 ] 

[ Increase 


Rs. (lakhs). 

Rs. (lakhs).; 

per cent . 

! . 

Capital aud Reserve. 

6,23 

7,64 

23 

Deposits 

25,38 

| 45,66 

SO 

Cash Balances ... 

8,23 

20,84 

153 


3 # 
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The comparative position of the three Bank* I* 
brought out in the following table :— 



Sist December 

list December 

3ist December 


l*e* 


1 S 10 

me 

Capital -j^ 

Re. ( lakhs) 
Bank of Bengal 2,00 

„ Madras 60 

„ Bombay 1 ,00 

Rs. ( lakhs ) Rs. ( lakhs) 
»,00 2,00 

60 7$ 

1,00 3,00 

Reserve 

Bonk of Bengal 
„ Madras 
,, Bombay 

M3 

33 

1,87 

1,75 

Si 

i,oS 

2,00 

7 * 

MO 

Govern f 
ment Dc- 7 

fOMt* !_ 

F auk c«f Bengal 
„ Madras 
„ Bi.mbot 

1,67 

?? 

¥3 

1,98 

72 

1 Sj 

2,17 

9t 

3,S3 

Other f 
Deposits ^ 

Bank of Bengal 

„ Madrar 
Bombay 

3 2.C-4 

f ,7b 

]6,o9 

5,67 

io,58 

21,63 

7,62 

30,82 

Cash -f 

Bank of Bengal 
„ Madras 
„ Bombay 

3 i7 

M7 

2 -,v 

5,14 

1,84 

4,‘b 

ii,7o 

2,67 
f ,47 

rr.ve*t- f 
merits ^ 

Back of Bengal 
,, Madras 
Bombay 

1,81 

6 7 

1,5 s1 

?., 6 * 

85 

1 , 4 a 

6,21 

i,34 

2,01 


The dividend paid by the Banks has been well 
above 12 per cent, per annum. In addition to the 
head office, the Bank of Bengal 1ms three branches 
in Calcutta and 21 offices elsewhere together with 
an agency in Bombay, the Bank of Bombay 13 
branches and the Bank of Madras 17 branches. 

M5. Exchange Banks.— Now to turn to the 
Exchange Banks. These are big European ban king 
concerns with enormouajesoutces. and they carry on 
their operations in India and over eastern Asia. For 
the sake of convenience they are classified in two 
groups according to the extent of business done by 
them in India, viz. (1) Six .of them are doing a con¬ 
siderable portion of their business in this country 
tod (2) five others are merely agencies of large 
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banking corporations doing business all over the 
East. Their resources are as follows :— 

Group I Group II 

000 omitted. 

£ £ 

Capital and reserves 8,020 28,952 

Deposits ... ... *16,382 3,716 

Cash balances ... 4,626 970 


Details are given in the following table 



T 

<n 

» ' 

O i 

o 

r. 


pu» 3AJ9#3y 

Deposits 

Cash Balances. 

Out of * In 
Indm ! India 

Out of | 
India. I 

In 

Isdift. 



£ 

1 £ 

j £ ! R 

T 

! £ 

1 R 



1,000 

1 1.000 

1,000 J 1,000 

I.OCO 

1 1,000 

(1) Bank* do 



I 

1 1 

i 


ing a considerable 

i 



! • 

j 


portion of their 



1 

1 



business m Indio. 

6 

4,3it 

3 7o9 3\i39 124,57,38,8,952 

, 6,93,84 

(a) Banks which 

| 


! 

' 

i 

I 

i 

are merely siren 

J 




1 

J 

des of large bank- 

1 


I 


1 

1 

ing corporation* 

j 






doing business all 

J 



t 

! 

1 

over India. 

5 i8,5o4 

10,448 

I ! 

I’l 83i (5,57,48 

» 

|3l,74i 

i 

! 1,45,53 

1 

Total 1 

I 

i i 

1 

23,815 

1 

M 

1 ) ' 

164,Wo j3o,l4,76 4o,693| 
J j 

j 8,39,37 


These banksJai^il^^lgJBLto d a ai uL .aatside 

itoa hQ TT P™4rmSmmiakAJtimsBL 

SSHStry. They are thus complemen¬ 
tary to the Presidency Banks and the other Indian 
banks which confine themselves to internal trade. 
They purchase bills of exchange drawn by exporters 
of produce and discount them with London banks 
or realise them when they mature. With the funds 
released in this way in London, they buy Council 
drafts sold by the Secretary of State and bring theta 
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back to India to be invested once more in the par* 
chase of bills. Owing to stringency in the money 
market, in the busy season, the bank rate and the 
discount rate mount up very high. The exchange 
also rises and the Exchange Banks bring money into 
the country by buying the Secretary of State’s 
drafts, and Telegraphic Transfers which enable them 
to receive rupees from the Government Treasuries 
immediately without having to wait for more than 
two weeks for the arrival of the hills. The dif¬ 
ference between th'- rate of interest they have to 
pay on their own borrowings or deposits, both in 
England and India, tnd the rates they charge in dis¬ 
counting sterling bills, constitutes their profit. The 
Banks will also bring gold into the country if it is 
more profitable to do so. 

From the figures given above it will have been 
noticed that the d pos'ts of the Exchange Banks 
have considerably increased in recent \ ears and that 
they carry* on their operations with funds borrow¬ 
ed in and out of India. While enjoying a monopo¬ 
ly of the finance of the export trade of the country, 
they participate active!” in the financing of the in¬ 
ternal commerce also The extent io which bank 
deposits have increased during the past few years in 
the different classes of banks will be seen from the 
following figures:— 


1905 1914 

Rs. ( lakhs ) Rs. (lakhs) 


Presidency Banks 

22.26 

40,04 

Exchange Bunks 

17,05 

30,15 

Joint Stock Banks 



(above Rs. 5 lakhs) 

11,99 

17,10 

Total 

51,30 

87J9 
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These figures exclude Government deposits in 
the Presidency Banks and for the Exchange Banks, 
are limited to deposits in India only. The total 
amount has increased by 70 per cent., the deposits 
of the Presidency Banks by about 80 per cent., and 
those of Exchange Banks by /VS per cent. The 
Exchange Banks need not Jock up their funds in 
sterling bills for a loin; time as they can oe easily 
rediscounted in T ondou, Being iImwd upon well- 
known (Triii'flu - resources of the Banks are, 
tbercfo.tvoor released ‘or <. un'ovmcnt, as we hive 
pointed out above, iwi ike p nchuse of Council drafts. 
The principal means V a hud; tbev pi u,o them¬ 
selves in funds in India i- the purchase < f Couucil 
drafts and when toward, the close of iblo, these 
could not be sold in sufficient quantities owing to 
the depletion of the Government of India’s balances, 
there was a verv yieat stringency and exchange 
rose. 'I he other wu\s . import,ng sovereigns and 
bar gold also were not epen and much dilln uity was 
experienced in financing trade. 

14b. Joint .vtock Banks .—Batiks oi the_ 
third class, the Joint Stock Banks, are, almo st 
till of them, of rotvlif otigm. The growth of 
this type of bunk ha*, taken place during the 
last twelve years. The total number of banking and 
loan companies registered under the Companies 
Act in 1914-15, whs 475 and their paid up capital 
amounted only to Rs. 7,98,75,;o9. The number 
had remained steady for several years and de¬ 
clined in 1914-15 on account oi the failure of 
many Swadeshi banks ; and yet the paid up capital 
almost doubled in ten years. Under the heading, 
hanking and loan companies, are included hundred* 
of petty banking and lending establish meats, and 
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Institutions carrying on operations on a considerable 
scale, are very few. The number and the amobiit 
of paid up capital of these banking companies# are 
given below:— 


Year. 

Number. 

Paid up capital (Rupees)* 

1900-01 

430 

3,82,84,266 

1905-06 

59:? 

4,40,34,101 

1906-07 

567 

7,31,57,416 

1910-11 

492 

7,91,31,641 

1913.14 

552 

7,91,5’,400 

1914-15 

475 

7,98,75,509 


The joint stock banks are classified, for the 
sake of convenience into lour groups according to 
the amount of their capital ; and their position on 
31st December, 1914, was as follows :— 


tt) Books wub Capital 
and Reserve amounting ti.i 
R 30,00,000 and above .. 


No. ot I’ail ua Re-w.ve. j Caeb 
L>anitfc. Caoitai. and Real. 1 Ralsnse*. 


i Caeb 


R'l.noo) R(i,oxj). R(i,w>) R(i.oqo). 


1 - ,fc *,i4 i,o9,ih I J,75,66 o,9#,oo 


(*) Beoks with Cap tap 

sod Reserve between R io; i ' J 

mod to lakhs ... . ' 9 ! 9j, > g iJ , ( i 7j,j t ; J*,t 

i l 1 


(J) Banks with Capita^ 
and Reserve between R to 
and S lakhs ... 

Total of Backs above 
R 5 ,qo,<» 3 ... 

Bank* with Capital and 
Reserve betweenR 5,oo,^oo 
and. K 1,00,000 ... ... 




<*,88 ! 5.31 -'7,78 

1 

__ »__ _J 

2,6i,4o j l,4i,88 ;r7, 

__I_i_ 

4*.*3 i fi,o* 1 , 36,51 
3,55,63 j i,s4,9o 18,57,13 


7»oo 

3,51,18 

jr.8« 

3,81,1? 


Total 


43 
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.Mjoih While the sappling was growing tip 
vigorously, it was subjected to a rude shaking in 
1913, when a number of banks collapsed. The failure 
of the banks caused ruin and hardship to numerous 
middle class and poor families, but it imparted a 
wholesome and much-needed lesson as it exposed the 
rotten condition of many of the apparently prosper¬ 
ous concerns. It dealt a rude sho< k to public confid¬ 
ence and for a tune the progress of banking was 
re carded, But the exposure wa« calculated to teach 
the people « here the screw ot banking management 
was loose and to ensure a slow but healthy progress 
of the movement. 

T hese joint stock banks.feamaJU?.- MLj&fiL xrjjst 
of the e nthusiast it industtialdttOlxaM^ 

banking came to be regarded as 
path Jd to which the energies of enterprising persons 
might strike. The public was willing to patronise 
the new institutions and put their money in them. 
The middle class which was in the habit of saving 
and of depositing its savings m the Postal Savings 
Banks, was attracted by the tempting prospect of 
getting a higher rate of interest and dividend, and 
the new concerns had no difficulty in attracting 
share holders and depositors. From 5 to 6 per cent, 
interest was offered for deposits fixed for a year 
or two years, and the banks helped many a shop' 
keeper and trader in his business by giving him 
accommodation. 

147. Bank Failures :—Several causes com* 
bitted to nm^eTG? the joint stock banks 

insecure. (1) The dire ctor ? of many of the concern# 
were men who fenew tittle about banking business 
and could not and did hot control the operation# of 
the bank#, (3) If mm of those whose doty It was 
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to keep a strict watch over the dealings of the banks* 
suffered from a Jack of experience, others were too 
clever to deserve the responsibility entrusted to 
them. (3) Accounts were not_p*;QP.etfy kept„$jtd, 
loans.yrgjg giiyjn without sufficient security. (4) A 
lair he amount of the funds cFtRelranks was locked 
lip^TiT "such a way tliaf IT H<KT >, 'be-» 

rqj&8$?d:' (5) Some of the managers went in for 
speculation, a species of business which such banks 
should have avoided, and the monks taken from 
depositors at a high rate of mtei # 'st 4 wore used n> 
finance concerns whose profitableness wss doubt¬ 
ful, (>) Dividend* were often distributed among 
shareholder* out ot capital, and this fact cc uld be 
concealed by a skilful manipulation of the accounts. 
When, there!ore, one of the banks came into 
trouble owing to a run heir g made upon it bv de¬ 
positors, pubhc confab met* was shaken and other 
banks a’so < .mm down 1 heir asset* could not be 
easily realised and the dtnia, d of depot it ois could 
not be met. 

These facts have been brought out in liquidation 
and ether proceeding* in connection with tin banks 
which have taken nlace in law courts. “ Altogether 
63 banks have 1.tiled since the banking crisis began 
with tue failuic* oi the People's Hank of India in the 
Punj,, \ \vhkh went into liquidation on the i?th 
Novcrnner, 1913.” “ihe authorised capital of all 

these banks aggiegated Rs. 10,13,30,000 the sub¬ 
scribed capital Us. 4.12,58,000, or 40*7 per cent, of 
the authorised capital, and the paid up capital 
Rs. 1,4u,15,000 or 14--1 per cent, of the authorised 
and 35-4 per cent, of the subscribed capital.” Many 
of these banks hud high-funding names but were 
rifcJkfikty from the very begir fling. l’he paid up 
capital bore a small ratio to the subscribed and the 
authorised capital, as may be seon from the follow¬ 
ing tabic of some typical banks, compiled from the 
information published by the Department of 
Statistics 
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198. Proposed Restrictions: —Braking cor- 
orations and bankers have to keep sufficient cash and 


assets m theirHands so as to be able to meet 
demands as they arise. But the joint stock banks 
did not follow this wholesome practise. While tbe 
proportion per cent, of the cash to the liabilities on 
deposits of the Presidency Banks has been 33 and 
of Exchange Banks 20. on an average, that of the 
joint stock banks has not exceeded 15 or 14. 
The remarks made by certain shrewd observers 
in this connection, have proved almost prophetic. 
Mr. Kevnes wrote :—** In the case of the smaller 
Banks, dealing, as they are, with clients to whom 
banking is a new thing, atul in a country where 
hoarding is still dominant, the cash balances seem, 
from the available indications, to be hopelessly 
inadequate ; and it is hard to doubt in the next bad 
times, they wiU go down like nine pins, h such a 
castastrophe occurs the damage inflicted on India 
will be far greater than the direct loss falline on 
the depositors 

Tbe failure of so many banks led the public and 
Government to consider whether it would not be de« 


sirablc to impose certain restrictions upon firms and 
individuals who used the words ‘banks/ 'bankers/ or 
their equivalents, thereby gaining an amount of pre¬ 
stige in the eyes of people and attracting deposits. 
Tbe Government of India, therefore, issued a circular 
in August, 1913, asking Provincial Governments to 
communicate to them the views of the commercial 
community and others on this point. They suggested 
restrictions that would be desirable in the following 
matters:—"(1) The prescription of a'minimum amount 
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of subscribed capital ; (2) a stipulation that an 
adequate portion of such capital should be duly paid 
up within a reasonable period from the starting 
of the business; (3) a restriction on the full 
allocation of profits to dividends pending the 
building up of an adequate reserve ; (4) a restric¬ 
tion as to taking up by n ' bank ’ of business 
outside that of banking in which the banking 
profits might he lost." Some restrictions of the 
nature proposed by Government are clearly neces¬ 
sary in the interests of the public as well as of 
a healthy growth of Indian joint stock banking. 

The economic development ot India requires an 
extension of banking facilities in all parts of the 
country, 1 he people have to be taught to hand 
over their savings to batiks which will use the funds 
thus collected for the promotion of trade and 
industry. There is a great scope for the expansion 
of banking, and concerns, small and large, if they 
are conducted along right lines, will be successful 
and helpful. High rates of interest rule in the 
market and small business men and producers can¬ 
not get the necessary accommodation without paying 
a heavy price. The ordinary money lenders in 
towns and villages give credit to their clients, but 
charge exhorbitant lutes for their services. If banks 
were to collect cash front persons of small means 
and inspire confidence in the public mind, they would 
assist in the economic development of the country,. 

149. agricultural and industrial Banks;— 
TJjere, ar&nq lapd bauks and agjricultttral in, 

India like those mother countries.* Landholders have, 

their to 

* S m Gisk’i Politic*! Economy **d tlw nest Chapter of 'Ms hook. 
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money-lend ers, and cultivators obtain advances from 
t^e village SQNdtaHor the current expenses of agri¬ 
culture. fakavi loans are made by Government to 
cultivators, but they are not popular,* and they do not 
satisfy the smallest fraction of the needs of the people. 
The indebtedness of the Indian rayatsis colossal, 
and attempts made to relieve it, like that of the 
Deccan Agriculturists' Relief Act, have almost failed. 
T ^SMSMlojv,aj 1 Toblem^to be mckled. firs^ 
enable the farmer to shake oft the burden or the old 
debts and second, to advance to him the" qipfta|re - 
quireuto carry on his agricultural operations. If 
there were Mnlis which wouJo supply tnifi two*fola 
credit, the cultivator’s lot would be vastly improved. 
But Le has as yet to rely, where there are no co¬ 
operative c: "dit societies,—and these are too few 
in ^ i*.w of the large population of the country—on 
the old credit machinary viz. the money lender who 
charges high rates for his money. 

We have shown in Chapter V what is the posi¬ 
tion of the cultivator and the common artisan with 
regard to credit and supply of capital. In one of hit 
pamphlets, on Agricultural Banks in India, Mr. D. E. 
Wacha pleads for the establishment of land banks 
which wi*l emancipate the cultivators. He gives an 
account of the experiment of such a bank in Poona 
district which was to have been made about the year 
1883, and argues that, after all, co-operative credit 
societies are not calculated to solve the problem of 
agmi ian indebtedness.* He holds up the Agricultural 
Bank of Egypt to imitation in this country and wishes 
enterprising men to start such hanks and conduct 
them with the assistance of Government. There can 

— * n.n ... * * ****** ..... .I.hi i —l ■. mm w m i« nww m . *m*** l »M i » 

* Sm page »5 abgveaaeJeo tbteoi Chapter. 
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be no doubt about the fact that the problem of agri¬ 
cultural indebtedness ought to have been boldly faced 
by the State and long, long ago and the cultivator 
should have been assisted to throw off the yoke of his 
debt, by means of agricuitural|banks. In Ireland and 
in France, for example, the State is placing large funds 
at the disposal of cultivators. This is not to mini¬ 
mise the urgent importance of the growth of the 
co-operative credit societies which are calculated to 
improve the status and economic position of the 
rayat as nothing else can, but to point out the 
colossal dimensions of the rayats’ indebtedness and 
to suggest tne radical cure necessaiy to remove it. 

The want of industrial banks is being similarly 
keenly felt. The Pi esi Jeney and joint stock banks lend 
their monies for short periods, and they cannot afford 
to lock up their funds on the security of a new in¬ 
dustrial concern. Like agriculture, industries require 
a special treatment, and it has been suggested that 
banks should bo started for financing industrial enter¬ 
prise. State assistance is also invoked in the matter 
though how precisely it should be rendered is a difficult 
matter to settle. Government may advance capital on 
the security of the property of a concern when the 
loan has been recommended by competent authority; 
or it may guarantee a certain rate of interest. Financ¬ 
ing of industries would certainly be better done by' 
private banks strongly supported and supervised byj 
the State. And if branches of such central banks! 
were opened in small towns, the producers there 
would derive material benefit from them, and the 
banks themselves <#ould do good business. 

ISO, The Beak Rate.— The Bank rate fa 
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hjgfeer* The ..jat^s arts. not the , same Jja thP 
'ffuterent Provinces. As we have said above, this 
business is, at present, done by shroffs and other 
money lenders who deal in hundies. They grant 
accommodation for a few months and charge varying 
rates o£ interest. The shroffs in big commercial 
centres are a link between petty traders and shop¬ 
keepers and the Presidency and joint stock banks,, 
the latter discounting then bills and thus coming 
indirectly m contact with the small business men. 

The official bank or discount rati, of tho Pre¬ 
sidency and other banks is, however, not identical 
with the rate that pi evails m the bazars, and the latter 
is often not much affected when it rises owing 
to monetary strinjicnc) which occurs periodically. 
“ The shroffs who finance nearly the whole of 
the internal trade of India, rarely, if ever, dis¬ 
count European paper and never purchase foreign 
or sterling bills. Neither do they lend money on 
Government Taper or similar securities, but confine 
their advances to the discount of hoondees, to loans 
to cultivators and against gold and silver bullion. 
The hounded they purchase are, for the most part, 
those of traders, small and large, at rates of discount 
ranging front 9 to 25 per cent, per annum but the 
hoondees they buy from *nd sell to each other, which 
are chiefly the traders' hoondit* bearing the shroffs' 
own endorsement, ruic the rates in the native bazar 
and are generally negotiated, during the busy , 
season, at from 5 to & per cent, discount. They also 
discount their endorsements pretty largely with the 
Presidency Banks when rates are low and discon¬ 
tinue doing so when they rise above 6 per cent. 
They also speculate largely at times in Government 
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Paper, especially during the off-season, hut rarely or 
ever hold it or lend on it."^ 

151. Reserve Treasury System.—While 

on this question of the bank rate in India, we may 
refer to the prolonged coutroveisy which has raged 
round the reserve treasury system of Government 
and the artificial stringency which is alleged to be 
created by it. It is contended that by locking up 
crores of rupees in ns treasuries the Government 
causes, in the busy season, a scarcity of money, and 
a regular system under which loans may be made 
to the Presidency Banks during the time of mone¬ 
tary stringency, has been suggested. Government 
has granted such assistance from time to time, hut it 
is naturally reluctant to develop it into u regular 
system it will be bound to follow. Phis is a long¬ 
standing grievance of the banks and financiers in 
Indiu, and it was accentuated by the fact that during 
the five years 1 '508-13 Government balances mount, 
ed unusually high and the Secretary of State having 
withdrawn a large portion of them lent them to ap¬ 
proved borrowers or deposited them with banks m 
London. So far as the question of a high bank rate 
in India and the reserve treasury system of Govern¬ 
ment is concerned, we do not think that having at 
their disposal crores of public deposits kept with 
them by Government, the Presidency Backs can 
reasonably complain against the reserve treasury 
system. 

In two Notes which he wrote as fat back as 1S88 
and 1899, on this subject, Sir James Westland put up 
a strong defence in favour o£ the existing system. 
He pointed out that there was no analogy between 

* Apptadkt to Um Report g£ the fonkr Coauttlttct, PH» To. 
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the position in England and that in India. In Eng* 
land, ‘the diminution of the balance in the Bank of 
England by the whole amount it holds at the credit of 
the Exchequer would be a small tax upon the whole 
banking balance of the pi,iceand secondly “the 
nexu s between the Bank of England and the general 
available cash of the country is infinitely closer 
than that which exists in the case of the Presidency 
Batiks/’* Now that banking is progressing ra» 
pidly in this country, the Presidency and other 
banks must stand on their own legs and not look up 
to Government for assistance every time. The fluc¬ 
tuations in the Eb.nk rate between season and season 
are, no doubt, great, but Govern:-, ent have to con¬ 
serve their rcsourcts m \kw of demands likely to 
be made upon their balances, hi d cur net be expect¬ 
ed to place them at the disposal of banks. The 
Government of India hold the view they laid down 
in a letter written to the Secretary of Stale ill 1900, 
viz.:—“Regarding the general danger involved in 
the financing of trade by the Government we have 
before us the wonL of Lord Salisbury's Despatch of 
6th May 1875, 'capital supplied by Government, and 
not representing tht savings of the community, is a 
resource on whose permanence no reliance can be 
placed, and which therefore tends to lead the trade 
into dangerous commitments/ The warning con¬ 
veyed in these words still holds good. The Presi¬ 
dency Banks have excellent reserves, it may readily 
be admitted. But those reserves could not, in the 
peculiar circumstances of India, be suddenly con¬ 
verted into cash, and it seems, therefore, undesirable 
that the account of one depositor, and that one, a 
Government exposed, as the Government of India 
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is, in a most unusual degree, to sudden calls and 
emergencies, should occupy a position of such 
dangerous importance.”* 

152. Savings Banks Post Office Savings 
Banks have always provided people of the middle 
class with the convenience of a secure means of 
depositing their small savings and they have been 
availed of by all tho^e who did not care to speculate 
and run after higher rates of interest and dividend 
at the risk to the safety of their money. “ In 1833 
with the failure of the commercial houses of Calcutta, 
a Government Savings Bank was formed to afford 
to Europeans and Indians alike a means of investing 
their savings apart from the uncertain influences of 
commerce. Until 1882-83 the business of the 
Government Savings Bank was conducted by the 
Presidency Banks in Calcutta, Bombay and Madras 
and by Government treasuries elsewhere. The Po*t 
Office took over the management of them from that 
date and in the first year cf the existence of a 
Savings Bank under the control of the Post Office, a 
great change was manifest and Government had 
actually to take measures to prevent a too rapid 
increase in deposits. In 1911 the deposits, inclusive 
of interest, amounted to 17 crores, of which 15$ crores 
belonged to Indians .*'5 

The deposits in the Post Office Savings Banks 
form the unfunded debt of the Government of India 
and are used by it for capital expenditure. Govern* 
meat is a big banker and it borrows and lends money. 
Its general balances are the source from which 
depositors are paid when they want to withdraw 
their money and on the outbreak of the War there 

im --—-■••••! . , — -luTOfr 
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were heavy withdrawals which were all met from 
the balances. In 1914, Government offered certain 
additional facilities to depositors by raising the 
limit of the amount of their annual and total de¬ 
posits as well as of their investment in Government 
securities. These facilities drew large deposits from 
the public, their total amount reaching 24 crores of 
rupees in 1914. 

The Presidency and joint stock banks have 
savings departments attached to them, and here there 
is an animated field which must be properly ex¬ 
ploited. Small savings of the people must be collected 
to finance trade and industries uud thus to promote 
the economic development of the country. Co¬ 
operative credit societies are now tapping this 
source, as we shall show in the next chapter, and the 
general policy which Government lass followed since 
the outbreak of the War in the matter of finance, 
will go a long way in teaching the people the habit 
of saving and lending. A special Post Office branch 
is tacked on to the public loans and contributions are 
received through the Post Office. The first attempt 
yielded about half a crore and the cash certificates 
offered in the War Loan as also the opportunity 
given to contribute to other securities through the 
Poet Office, is a step in the right direction, 

153. Slate Bank:—Wc shall close this chapter 
With a reference to a scheme which has been before 
the country for some time of a central or State 
Bank for India on the lines of the Bank of France, 
or the Reichsbank, In India, note issue is a mono¬ 
poly of the State while in other countries it is a 
right conferred upon a central Bank on certain 
conditions. The Government, therefore, has to per¬ 
form many functions which ordinarily fall within 
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the province of a bank. The State has its reserve 
treasuries and ordinary treasuries, supplies the 
currency required for the movement of crops at 
different times and in different provinces, keeps Its 
gold standard and currency reserves, meets Council 
bills and sells sterling drafts, borrows here and in 
England, and lends to approved borrowers out of 
its surplus balances. The relation of all these tran¬ 
sactions and the ordinary transactions of the money 
market, must be very intimate, and it is maintained 
through the agency of the Presidency Banks. But 
it is felt that in the interests of trade and of the 
general public, it would be much better if Govern* 
meat transferred these functions to an independent 
bank, of course, carrying on its business, more or 
less, under its supervision ami control. 

scheme for the amalgamation of the three 
Presidency Banks into such a Central Bank, ms for¬ 
mulated so far ago as in the year 1867, but nothing 
further was done and the question formed the sub¬ 
ject of discussion again in 1899 and WOO. Both the 
Secretary of State and the Government of India were 
favourably inclined to the idea, hut it was temporarily 
abandoned as it was thought that the time was not 
propitious, and ‘provincial and personal jealousies 
were also a cause of the abandonment of the scheme. 
It was revived thirteen years later and came up 
for consideration before the Chamberlain Commis¬ 
sion. But the Commission decli ned to express may de¬ 
finite views on it and to make any recommenda¬ 
tion about it. Mr. J. M. Keynes, one of its meatbeffs, 
drew up an exhaustive Note dealing with the propos¬ 
ed Central Bank and attempted to show bow such a 
Bank was not only desirable but also perfectly fea¬ 
sible. He has given an outline of the constitution 
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and functions of an Indian State Bank and discussed 
arguments in favour of and against it. 

Expert opinion on this question seems to be di¬ 
vided. Some do not think that one bank, however 
large it may be, will be able to satisfy the needs of 
such a continent as India, and they would like the 
three Presidency Banks to continue. They feel that 
what is wanted is only a suitable adjustment of the 
existing machinery to the growing requirements of 
the country. They apprehend a danger in this 'plac¬ 
ing all the eggs in one basket' and are not sure that 
the position of Government will be improved with a 
central bank rather than without one. What is want¬ 
ed, they urge, is not a concentration of banking but 
mere Indian banks conducted by Indians * There is 
much truth in this view, but we do not disfavour 
the idea of a Central Banfc provided the interests of 
the public are properly safeguarded and the econo¬ 
mic development of the country is promoted there¬ 
by. 


154. Summary.—Banking has always been 
regarded in this country as an honourable and lucra¬ 
tive profession and bankcrsjhyfcs*jaccup^d-ft-iugh 
status in society. Rulers borrowed fremJMJbank- 
ing housefLlund* to-earsy-^n-wers on the security 
eftfieir revenues. Banking was oftetj hereditary io 
certain families. They financed the trade of the 
cou ntry and took "de¬ 

posits and gave loans, small and large. Besides 
tbe*e big bankers and banking houses, the Peel hies, 
money-lending was and is carried on by Banias, 
Makajms and Seraphs. The latter dealt In precious 
metals and advanced monies on mortgage. They were 
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money changers as well as money lenders. Most of 
the financing of the trade and industries of the 
country is still in the hands of this class of hanker 
and money lender, and those occupying high status 
among them are steadily adapting themselves to the 
modern conditions in the midst of which they live. 

The indigenous banking houses and bankers 
are thus rendering a"iiruahT6 8erfjcirio~tH^ people, 
and modern Jbankmg_ijLQcly.. a growth o f„the las t 
hundred years, pec uliarly marked durin EL-the last 
EOnexatron. This banking was initiated by the 
Agency Houses of Calcutta and tho Presidency 
Banks of Bengal, Madras and Bombay. ThtSi- 

-Mte-iaaue* wJhi£hJb«a®S_. a 
monopoly of Government in 1862^ At first, the 
State^coEfrTSuted to "the capital of the latter Banks 
and was represented on their boards of directors. 
In 1874jj3aw«uaeat, wMchujsed to keep all its 
balances .with the Presidency Banks 
found it necessary to establish the ' independent 
treasury system on account of the difficulty it ex¬ 
perienced in withdrawing a part of its deposit at the 
Bank of Bombay when it badly wanted the money. 
The Presidency Banks Act was passed in U?6 jeJ fcfchu. 
regulates the relations between Chese Banks and the 
Govern ment .....—- - 

This Act imposes certain restrictions on the 
operations of the Banks in view of the advantages 
they are allowed to enjoy. ThexjBMt-Jtti(I..J>uMic 
f undsjip to a specific limit without _ hayjfl g,Jfr pay 
interest ontfienTa^^ stated rwy^ffy*. 


Jks cannot borrow ov 
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does not interfere with them further than this and 
in all other respects they are like any other private 
banks. The Presidency Banks finance the internal 
trade of the country and their deposits have grown 
considerably within the past few years. 


The Exchange Banks, whose operations cover 
the farther East along with India, receive deposits 

tbr , co uft te y . Xta 
purchase sterling hills drawn by exporters of IfW 
materials and useTheTuhcls"" realised from them in 

“gi® Jtt. thOisret^x. of 

State for lndia ^who tlms receives the monev requiraj 
to make his annual disbursements, the Exchange 
Banks also sell draits on London foi those who wish 


to make remittances and import sovereigns when 
this is more profitable than bringing funds by means 
of Council drafts. 

Joint stock banks are few and small_ agd, aro^a 
growth"oOheTJstiaw .year?. They were able to at- 
tract deposits by the prospect they held out of high 
rates of interest and people of the middle class 
entrusted them with their savings. This mushroom 
growth was the result of the industrial boom of 
1905-6 but the banks were i ot properly managed 
and their funds were locked up so that the assets 


could not be easily realised. Their position was un¬ 
sound from the business point of view, and in 1913 

®^ 1914 . pf *JiC -.flftWJy started 

cOTcernsj^j^^j^jglicf. The bank failures entailed 
loss and misery upon thoufa&df, tmr tttf y Ta ifgSf a 
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otherwise would lie idle. The steady increase In the 
deposits in the Postal Savings Banks is an indication 
of the popular tendencies which were also visible 
in the growth of joint stock banks. 

The country has not got land and agricultural 
banks to help the land owners and cultivator* whose 
credit is small and who have to borrow from the 
village sowkar at exorbitant rates of interest. Co¬ 
operative credit societies arc doing good work in 
this direction but the,fieldjo be^w^tgOLw** 
The industries of the country also require special 
banking institutions to finance them/ Peculiar 
facilities have to be given to agriculturists and manu¬ 
facturers and ordinary banks are not calculated to 
suit their purpose. With the backing of the State, 
many such hanks may be started with advantage to 
all concerned. 

The bank rate is, of course, determined by the 
condition of the money market at any given time, 
but there is a complaint in India that the Govern¬ 
ment lockVuplargeamoUDUof money in its reserve 
treasuries at a time when demand for accommoda¬ 
tion is keen and thus the bank rate goes up to the 
inconvenience of the public. The Government of 
India has always held that the system complained 
of is absolutely sound and beneficial and that it 
must have an independant reserve on which it may 
be called upon to draw at any time. 

The Government of India and the India jrMga» 
HcJfeemsel ves big ban king jas titnt l nn e.. b orrowing 
and lending vast sums eve ry year. It is suegaated 
tB5Tnn»llfe^|w^' , S£onW be entrusted to* sepa¬ 
rate banking concern, a central bank, to be 
cd on the lines of the Bank of France or the jfeeiche 
bank of Germany. lira amalgamation of the P tn j. 
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dency Banks for this purpose was proposed,but after 
prolonged discussion the idea was given up. It was 
revived before the appointment of the Chamberlain 
Commission which did not, however, specifically 
consider the question and further discussion was 
stopped by the War. Competent men have taken 
opposite sides on the question. While some think 
that it would be advantageous for the Government 
to hand over its banking business to a Central Bank 
working under certain restrictions, others hold that 
this change of policy would he full of risk and would 
spell disaster. The matter stahds there for the 
moment. 
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The Co-operative Movement. 
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155. Principle of Qo-opertion :—Competi¬ 
tion; specialization and concentration are three 
chief features which characterise the modern 
organisation of industry, i'hey liave led to pro¬ 
duction of wealth upon a vast scale, to increased 
efficiency, to reduction m cost of production and 
to the cheapening of products. The advantages 
of the new system aie undeniable. But it has 
brought in its train n number of evils and it 
is not an unmixed good. Thus competition entails 
hardship upon the weak and the backward, speciali¬ 
sation tends to turn the Human being into a 
mechanism, and concentration creates a powerful 
class of capitalists and employers. The disadvan¬ 
tages of the factory system are patent and an effort 
is being made to minimise them in various ways. 
One of the ways of achieving this end is co-opera¬ 
tion. 

There is co-operation of a sort in all depart- 
meats of life and even in modern industrial 
organization, and it is also compatible with com¬ 
petition. Employers and workmen co-operate, and 

4a 
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no wealth con bo produced without the co-opoffttioB 
ol the agents of production. “ Co-operation in its 
^Bhnisiaeasc i b.owcYor J . means Abe.ab«j.te??«nt 
«5°®P^^o i Q distribution and inprpducBo^ In 
distributive co-operation, the customers who are 
members of the co-operative societies select one of 
themselves as manager of the store and share any 
resulting profit. As they are expected to make no 
purchase elsewhere, there is no competition. Such 
co-operative stores are found principally in Great 
Britain. They have never flourished in America be¬ 
cause they have been unable to supply the commo¬ 
dities as cheaply as the great departmental stores. 
In productive co-operation the object is to eliminate 
the capitalist and to remove competition between the 
workmen. The labourers elect one or more of their 
number to control the enterprise, and divide among 
themselves the gains.’’* 

' ■ '/The principal object of co-operation, therefore, 
is to eliminate the middleman, the employer, and 
the capitalisp Workmen and consumers forroJhem- 
selves into groups and create a power by means of 
combination which as individuals they do not pos¬ 
sess. ’The profits which are taken away by the 
middleman, the capitalist and the employer, can 
then be divided among the members of the groups 
and they rejoice in a sense of independence^ Some 
enthusiasts have unbounded faith in the principle of i 
co-operation which, they think, will characterise and 
ought to characterise the economic organization of / 
the future as it will remove many of the evils at- * 
sod a ted with the existing regime. They see in 
co-operatism an economic and even a moral force / 
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of graft* potentiality which Will prove the salvation 
of modern society. 

156. Advantages of eo-operation Take 

cooperation for purchase and sale as an example. 
The agriculturist or craftsman who wants to buy 
seed and manure or raw material, is at the mercy of 
ihe money lender who is seller and capitalist rolled 
into one. The agriculturist or craftsman has no 
choice in the matter of quality and price and has to 
lubmit meekly to the terms of the money lender. 
If a hunaf>£f of agriculturists or craftsmen, how* 
ever, combine for the purpose of purchase, they can 
buy on better terms, as regards quality and price. 
Similarly in the matter of sale. Societies formed 
for this purpose, can wait till they obtain better 
prices for the goods to be sold, and the producers 
need not offer their produce for what it will fetch. 
When the cultivator is in need of money he is con¬ 
tent with any price the merchant, who is often his 
creditor, will give him, but a co-operative society 
will make advances to its members and will try to 
secure for them the best prices obtainable. 

An individual who wants capital for the ordinary 
conduct of his business has not much credit, and the 
money lender, therefore, charges him a high rate of 
interest. He has no security to give and the com¬ 
mon bank cannot deal with small men like him. A 
society of such individuals, however, may command, 
on the joint security of its members, better credit In 
the market and by organization and self-help, they 
may capitalise their honesty. When the element of 
risk is eliminated from the amount charged for Joans, 
the rate of interest naturally goes lower and tike 
debtors benefit to the extent of the margin. 
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A desire to eliminate the middlemen end to he 
self-reliant, teaches thrift and men leers to layby and 
create capital, la cooperation the moral gain ises 
great as the material, and it elevates the masses by 
making them respect themselves.^ The advantages 
claimed for co-operation may appear to be exag¬ 
gerated, bat where the principle nas been properly 
imbibed, the benefit is real and lasting. We are told 
that as an effect of co-operation, “the idle man 
becomes industrious, the spendthrift thrifty, the 
drunkard reforms his ways „ ud becomes sober, the 
haunter of taverns forsakes the inn, the illiterate, 
though, a grandfather, learns to read and write. It 
sounds like a tale from wonderland, yet it is all 
sober fact.”* “The theory of co-operation is briefly 
that an isolated and powerles* individual can, by as¬ 
sociation with others and by moral development and 
mutual support, obtain in his own degree the 
material advantages available to wealthy or power¬ 
ful persons, and thereby develop himself to the 
Tallest extent of his natural abilities. By the union 
of forces material advancement is secured, and by 
united action, self-reliance is fostered, and it is from 
the interaction of these influences that it is hoped to 
attain the effective realization of the higher and 
more prosperous standard of life which has been 
characterized as ' better business, better farming and 
better living'.” t 

The progress made by the co-operative move- 
moat in India during the shore space of a few years, 
has been characterised as 'phenomenal.’ Co-opera¬ 
tion in India is mainly directed towards the supply 
of cheap credit, I he number of societies formed for 

* w . Wotai r«oplt‘« Saak*. 
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th» par t ase of sale, purchase or production, it com¬ 
paratively very small. The movement it going for- 
wq|d by leaps and bounds and the number of socie¬ 
ties in British India had by 1914 increased to 14,881 > 
the number of members to 6,95,998 and the working 
capital to Rs. 7,45,51,725. Compared with Germany 
and Italy these figures are extremely low, but the 
movement in India is yet only at its beginning and 
the progress made in the first stage has been 
unequalled in any other country, t 

157. The Problem in India.—The co-opera¬ 
tive movement in India owes its inception to the 
failure of the attempts made by Government for 
more than a generation to cope with the serious prob¬ 
lem of the deep-seated poverty and growing in. 
debtedncss of the cultivators who constituted the 
bulk of the population.* (1) With peace and orderly 
Government, the population of the country steadily 
increased. (2) The new form of revenue, judicial 
and police administration, as also the slow economic 
evolution which went on slowly but surely in the 
country, disorganized the old social and industrial 
system. (5) The new laws and the systematic exe¬ 
cution of the decrees of courts altered the relations 
between debtors and creditors to the disadvantage 
of the former and strengthened the position of the 
latter. (4) 'I he rigidity of the system of land 
revenue collection and the facility with which hinds 
could be mortgaged to sowkars, drove the rayat 
deeper and deeper into the mire of indebtedness. 
(5) The growing dependence of the people on agri* 


* “ The prctuuc co the mema oi rubtittttise is rendered more mn 
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culture as the means of subsistence, which a* toe eat 
of the decay of indigenous industries, intensified this 
evil. (6) The exhaustion of the soil went on apace, 
and mo capital could be put into it if the land re* 
mained in the hands of the rayat, and farming could 
not be efficient, if it passed into the hands of the 
money lender. (7) A kind of material and moral 
depression seemed to brood over the mass of popula* 
t ion,and to diagnose and find remedies for the disease 
became the most urgent problem that confronted 
the people and the State. 

This is the impression which is left on one’s 
mind on a perusal of tbe reports of committees and 
commissions which have investigated the problems 
of Indian famines, the rayat’s indebtedness and 
poverty and the nature and effects of the system of 
land revenue prevalent in tbe country. For thirty- 
five years before the passing, of th6. i;<?^p.eraljtyf 
.Societies Act of 1904, Government considered tha 
problem from time to time, and tried a number of 
palliatives, all of which have been pronounced as 
failures. It granted takavi advances to cultivators, 
passed Agricultural Loans and Land Improvement 
Act*, moderated the rigour of the law in favour of 
the agricultural debtor, and sought to restrict the 
power of the latter of alternating his land. But these 
remedies did not go to the root of the disease and 
consequently there was no improvement. Recurrent 
famine and scarcity focussed attention upon the 
evil and rules were made for mitigating the rigour 
of the collection of land revenue. At last c ©-opera¬ 
tion came to be regarded as the sover eign ” remedy ," 
and in 1904 an Act was passedhanncWng the. »py«. 
meet into existence. 
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158» Failure of Early Effort*.—A system 

of advances to agriculturists from the treasury of 
the State had been in rogue from the commence¬ 
ment of British rule in India and the various regu¬ 
lations connected therewith were consolidated by 
the Act 26 of 1871 amended by Act 21 of 1876- The 
object of this Act was “to define the purposes for 
which it was held to be legitimate to place a charge 
on the land, as security for the repayment of ad¬ 
vances made by the State, to enable improvements 
to be carried out, and to give the Government a pre¬ 
ferable claim on the land for such repayment.”* 
After eleven years’ experience, it was universally 
admitted that the Act was a failure. The defects in 
the Act which were responsible for the failure, were 
sought to be remedied by Act 19 of 1883, the Land 
Improvement Loans Act, and an endeavour was also 
made to encourage the application cl private capital 
to land. This act was followed next year by the 
Agriculturists’ Loan Act ( 12 of 1884 ). “Under the 
former Act, money is advanced for specific purposes 
of land improvement, and under tho latter, for 
seed, cattle, and other miscellaneous agricultural 
purposes. But the objects of the two Acts are 
closely connected, for it will often be the case that 
in order to make efficient use of his improvement 
the cultivator will find it necessary to provide him¬ 
self with cattle and manure, well-gearing and the 
like, if not with seed.' ! 

It is not necessary to refer in this place to the 
views expressed by the Deccan Riots Commission in 
| 1876 or to the Deccan Agriculturists Relief Act past¬ 
ed in 1879 which created a special machinery for 
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inquiring into and adjusting disputes bet wean 
mosey lenders and cultivators and empowered 
courts to go behind the contract between the two, 
to cut down interest to reasonable proportions and 
to allow the debtor to pay off tbe.debt by easy in¬ 
stalments. Experience of nearly 35 years of the 
operations of the Act is disappointing and there is a 
wide-spread impression that it must go. While the 
debtor is seeking to take full advantage of the 
provisions of the Act, the creditor is too shrewd a 
person to lend under conditions which will inflict a 
loss upon him. It is believed that the Act has had a 
demoralising effect upon creditors and debtors alike, 
and a Committee of inquiry appoiuted by the Gov¬ 
ernment of Bombay, has suggested certain important 
modifications of the Act. 

What could not be achieved by the kind of 
measures described above, it was believed, could be 
accomplished by the establishment of agricultural 
banks, and the subject was much discussed in the 
eighties of the last century. The position is well 
summed up in a despatch on the subject sent by the 
Government of India to the Secretary of State, 
dated 31st May, 1884, thus:— 

"The utility of similar institutions in Europe, America 
*sd Australia it well taowu to your Lordship, and we 
understand that in the British Colon)©# specially the pro¬ 
gress ol agriculture and the various enterprises connected 
therewith, have been much advanced by the monetary 
assistance thus afforded to the cultivating and land-owning 
classes. There sre indications that India, no lot* than the 
countries to which we have referred, suffers from we at of 
loanable capital. The rate of interest is extremely high 
eves where the security it of the beet description, the 
agriculturist when In need of money for dm most prudent 
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pprpoMS, her to°pay so dearly lor ft loan that it ftbserbft 
the profits of his business. The Deccan Byota Belief Aot, 
the Jh&nsi Encumbered Estates Act, and other similar 
i mess liras of an exceptional oharaoter have tended to re¬ 
lieve the peasantry in some localities of ft hopeieee load of 
debt ; but they have not enabled the thrifty and industrious 
cultivator to obtain money for agricultural purposes on 
easier terms or more oquitabie conditions. We have en¬ 
deavoured to meet this need in respect of loans for land 
improvement by advances of public money under the Land 
Improvement Act; but this is not sufficient The cnlttve- 
tor requires money from time to time for other purposes, 
and it has been found tnat if he oan only borrow for one 
particular object from the Government, he prefers to deal 
entirely with the money lender who will lend for all pur¬ 
poses. What is wanted, therefore, is a private bank which 
will in a measure take the place of the village usurer, but 
which will at the samo time Ho bound by tho articles of its 
constitution to restrict its dealings to the mote solvent 
cultivators and to supply coital at comparatively easy 
rates and on o.uitable conditions. ” 


A number oE public spirited men in Pormft and 
Bombay and also Gujarat, were prepared to make an 
experiment in this direction, and the Purandar Taluka 
of the Poona district was selected for the purpose. A 
correspondence ensued on the question of tho details 
of the scheme between the Poona Committee, the 
Government of Bombay, the Government of India and 
the Secretary of State. Sir William Wedderburo took 
every keen interest in the matter, and on 19th Octo¬ 
ber 1883 read a paper on the question at a meeting 
of the Manchester Chamber of Commerce. Good 
fortune seemed to smile on the scheme and the 
authorities in India, Provincial and Supreme, were 
, propitious. But in his Despatch of 23rd October 
1884, the Secretary of State raised a number of 
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difficulties, making out the bank scheme to be an 
unsound and impracticable project. Here the dis¬ 
cussion practically ended and nothing further eras 
done in the matter. 

159. Beginning of CSo-operatloil.—The 

Famine Commission of 1901 reviewed the efforts 
which had been made in the direction of granting 
loans and relief to the agriculturists and suggested 
that the effective Temedy lay in the establishment 
of agricultural or village banks of the RaifEeisentype 
which would carry on their operations strictly on 
the co-operative principle. A similar conclusion 
had been already reached by Sir Frederick Nichol¬ 
son of the Indian Civil Service in his comprehensive 
and instructive report submitted to the Government 
of Madras in 1895. “In this report he described the 
systems of co-operation m force in European coun¬ 
tries and examined their applicability to Indian 
conditions. While it was under consideration, a 
volume entitled ‘People’s Banks for Northern India, 
was published by Mr. Duperncx, 1. C. b., and a few 
small experimental societies acre instituted by Mr. 
Duperncx and other officers m different parts of 
India. So long, however, as the transactions of 
these societies were governed by the complicated 
provisions of the companies’ Act, it was impossible 
to expect much progress and a Committee was, 
therefore, appointed by Lord Curzon in 1901, under 
the presidency of Sir Edward Law, to report on the 
action necessary Cor the establishment of co-opera¬ 
tive societies on a proper footing. The Committee 
had the benefit of the advice of Mr. Henry Wolff, 
the leading authority in England on the subject, aid 
as a result of its recommendations a Bill was intro¬ 
duced in the Legislative Council by Sir Deuxii 
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Ibbetsom end wm subsequently passed as Act X of 
1904 /'* 

As co-operative credit in India is mainly in¬ 
tended to assist the agriculturist, it is natural that 
co-operative credit societies in this country should 
mostly be of Raiffeisen type, t The chi ef fea tures of 
the Raiffeisen banks are ' (!) limitation of area, so as 
to secure mutual personal knowledge on the part of 
members ; (2) low shares ; (3) permanent indivisible 
reserve fund ; (4) unlimited liability of members ; 

(5) loans only for productive or provident purposes; 

( 6 ) loans only to members ; ( 7 ) credit for relatively 
long periods with facilities for repayment by in¬ 
stalments ; ( 8 ) the determination every year by the 
members of each society of the maximum credit that 
may be held by individual members at any time as 
well as of the maximum total of saving deposits 
receivable and of loans that may be taken up by the 
society ; (9) absence of profit-seeking, dividends if 
paid being usually limited, as a maximum, to the rate 
of interest paid by borrowers for loans ; ( 10 ) office¬ 
holders, with the exception el the Secretary, not 
paid for their services ; (t 1) promotion of the moral 
as well as the material ad vane erne nt of members, and # 
in particular, the purchase of agricultural requisites 
for sale to members and often the procuring of 
agricultural machines and implements for letting 
on hire to members.' J 

These features of the village bank are calculated 
not only to supply the cultivator with cheap credit 
but to teach him to combine for common interests, 
to practice thrift, to make productive use of his 
resources and to build up his economic prosperity on 
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the foundation of self-help. « It is not merely cheep 
had facile credit that is required ; it is a credit which 
must indeed be cheap and facile in that it shall ever 
be at hand but it mut be credit which shall only he 
so obtainable that the act and effort of obtaining it 
shall educate, discipline and guide the borrower; it 
should be granted to those who have learned to 
think, to plan, to save ; the method of providing it 
must teach the lessons of self and mutual help, and 
suggest the extension of those lessons to matters 
outside of mere credit; it must be safe not merely in 
eliminating the dangers of usury, but in being con¬ 
trolled, heedful and productive." | 

Credit societies, started and conducted on the 
principle of another German philanthropist and 
zealous organizer, Schulze-Dclftzsch . are intended 
for the benefit of urban peop le—unlike the Raiffeisen 
bonks which serve the rural population —aftisan f. 
small traders and professional c lqjje s. The founder 
of these societies also believed in thrift, self-help and 
solidarity but as he dealt with the urban population* 
his banks assumed a more business-like and le§s 
al truis tic form. Schulze-D?!itzsch banks IJUSeimds 
by shares as well as by deposits, and the lia bility , as 
in the case of the other kind of bahki Ts not unlim i¬ 
ted, A considerable part of profits is'distn'buted as 
dividend on the paid up portions of the shares. Loans 
are granted for short periods and all services are 
paid.* The area covered by the operations of the 
banks is larger and the banks have generally an air 
tof commercial and profit-seeking enterprise) De- 
[jpendence on personal security,formation of character, 

fStr F. Ni«hdta**‘» Rspert. 
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rendering of mutual help, exercise of vigilant 
supervision of the use of loans, promotion of moral 
restraints, of public spirit and of a feeling of solid* 
iarity, are of the very essence of the co-operative 
movement and these are the characteristic features 
of the rural banks. The two types of popular banks 
appeal to two different sets of people, living in 
different environments and having different habits 
and needs. Hence the difference between the 
constitution and working of the two kinds of banks. 

K»0. eo-operative Societies Ret:—When the 
co-operative movement was launched with the Act 
of 1904.it was regarded as an experiment, and Govern¬ 
ment was anxious to steer clear of two extremes viz. 
undue interference and control and patronage 
on the one side and /umre faire an the other* 

A Government officer, culled the Registrar , was 
appointed for each Province to dry-nurse the *~- 
infant movement and to be its guide, friend and 
philosopher as it steadily grew. Certain conces¬ 
sions were given to the societies by the State, and 
their profits and opeiations were exempted from the 
income tax, stamp duties and registiation fees. Jhi 
socie tie s were likewise to be assisted with State funds 
m the initial stages ori certain conditions. 

The progress of the movement was encouraging, 
and it was found that the Act of 1904 was inadequate to 
meet the growing requirements of the development: 
( 1 ) That Act applied to societies for the purpose of 
co-operative credit only, and not to co-operative socie¬ 
ties of other kinds, such us those established for 
production or distribution,and (2) to unions of societies 
in larger bodies so as to secure a large measure of 
non-official inspection and control and to facilitate 
the raising of funds. (3) the Act classified societies 
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according as they were * urban * or * rural' and the 
principle was laid down that as a general rule socle* 
ties should be with unlimited liability. This distinction 
was found to be artificial and inconvenient, and it 
was proposed to recognize the distinction between 
societies with limited and those with unlimited 
liability while retaining the principle that agricul¬ 
tural societies must, as a general rule, be with 
unlimited liability. (4) The Act did not contemplate 
that societies with unlimited liability should dis* 
tribute profits. While not encouraging this practice 
of distributing profits, the amending bill of 1911 
proposed to legalise it. Anew Act, t he Co -oper ative 
Societies Act, was passed in 19J.2 ( No. II of 1912 ) 
fembodying changes found necessary by seven years’ 

• experience, as indicated above. 

Two years Inter, Government came to fed that 
the time had come to inquire if the co-operative 
movement was proceeding along lines economically 
and financially sound. A committee was, therefore, 
appointed with Sir E. JL>. Maclagan as President, and 
it was instructed to direct its enquiry to M an ex¬ 
amination of such matters as the constitution and 
working of Central and Provincial Banks, the finan¬ 
cial connection between the various parts of the 
co-operative organization, the audit, inspection and 
management oi ail classes of societies, the utilization 
of the reserve and the manner in which reserve* . 
funds should be exhibited in the annual accounts.' 
From the report of the Committee one gets ft clear 
idea of the position of the co-operative movement in* 
India, the nature of its organization, its strong and 
weak points und the directions in which reform is 
needed. 
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Co-operative organization baa for its foundation 
primary societies, agricultural and non-agricultural, 
credit and non-credit. A number of these societies 
may be grouped into guaranteeing unions as an 
intermediary between the primary bodies and 
the central bank. I( all societies in a district are 
closely associated with ihe central bank, there 
will be a large apex bank at the head of each 
Province, to balance the excesses and deficiencies 
in central banks and to supply them with tho 
necessary funds. All the different limbs of this 
co-operative organism must be strong and healthy 
and capable of performing efficiently the duties 
entrusted to them if the movement is to make satis¬ 
factory progress. 

161. Prospects:—fhc success which the co¬ 
operative movement has achieved so far, must be 
regarded as quite satisfactory. But it may be asked, 
to what extent has the probjena-of the -indebtedness 
of tfee rayata, winch tUe.cO'Oj?crative movement was 
started to tackle, been jsglY&d When this test is 
applied, it Vrtll have to be admitted that only the 
fringe of that problem has been touched. The econo¬ 
mic advantage co-operatiou confers upon the cul¬ 
tivator or the craftsman is patent; and the benefit 
of cheap credit to agriculture has been acknowledged. 
But what is a working capital of one or two 
or ores of rupees, for instance, of the societies in the 
Bombay Presidency, to its population and its needs ? 
It appears that for the solution of the agrarian prob. 
lem reliance ought not to be placed on co-operation 
alone. It is not a panacea for all economic and other 
evils and it has its limitations. In Germany w her e 
co-operation has proved such a signal success 
besides people's banks, there are several important 
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agencies through which land-owners, both large and 
small, obtain long term mortgage credit.* The re¬ 
sources and operations of these Land Mortgage credit 
Associations, the Mortgage Credit Banks, the Joint 
Stock Mortgage Banks, the Savings Banks, the Land 
Improvement Fund and Annuity Banks and so forth 
are on a colossal scale.! 

In India we have very little done in this direction, 
and if the co-operative movement were to grow four 
times as large as it is at present, even then, not ' 
much impression will have been produced on the 1 
situation. We believe in co-operation and in its 
educative, elevating value. But even those who 
appreciate the importance of the movement and are 
working to help on its progiess, feel that more com¬ 
prehensive and varied efforts must he made to raise 
the mass of the people to a higher economic and moral 
status; The Goa eminent must directly encourage the 
establishment of mortgage, land and agricultural banks 
and must, for this purpose, place funds at the dis¬ 
posal of such banking enterprise. { Crorcs of India's 
Reserves which are lent in England, may he made 
available in tius country .j In France, Ireland, Japan 
and other countries such State help is given to agricul¬ 
turists and that example must be followed in India. 
Government officials and honorary Indian workers air# 
pushing forward the cause of co-operation with com¬ 
mendable zeal and their endeavours are being crowned 
with encouraging success. But the ignorance of the 
rayats is the greatest stumbling block in their Way, 
and in spite of everything that is said about the 
educational and moral value of co-operation* the 

.11 , in.. " ■■■.» — ■ ■" MWM' 

* See J. R. Cehttl’i Report on AgrUuhui*! Credit *ad Afritukuiel 
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true spirit of co-operation is seldom conspicuous 
among members of co-operative societies. “ We 
regret to have to say,” observes the Maclagan Com¬ 
mittee, “ that the conclusion has been forced upon 
us that in the majority of. cases primary societies in 
India fall short of the co-operative ideal. Speaking 
generally, even allowing for the backwardness of the 
population, there Iras been found a lack of true 
co-operation." 

Co-operation is a democratic prin ciple. It is 
fl)e g5§pel~'SPs'elF : reirfl'ncer'" , Bu'ri.Fe ~iTlitfcracv^oT*th e 
In^airfSasses d6e^ P5t allow themtoiuobibe and pro¬ 
fit by thaTprmapTe.' 'Members of societies feel that 
the loans granted to them come from Government and 
they are profuse in expressions of thankfulness to 
the Registrar, its representative. They are also in¬ 
clined, in many cases to run the societies on com¬ 
mercial lines. Central bank* and non-credit societies 
tend to become profit-seeking, capitalistic concerns, 
and it is doubtful how fur the principle of guarantee¬ 
ing and other unions can be understood by the 
ordinary cultivator. The work of starting, guiding 
aud conducting these institutions nas, therefore, to be 
done by a few public-spirited, enthusiastic educated 
people and they ure often found bjjssUtg the whole 
show. 

A wider diffusion of education among the masses, 
a more sympathetic land revenue and general ad¬ 
ministration, an earnest endeavour to stimulate 
public spirit and an active and comprehensive 
attempt to promote the economic development of 
the country on the part of the State and of social 
reform on the part of the people, arc needed to 
make the progress of the co-operative movement 
f&pid and haalthy, Taken by itself, the movement 
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has given good results, and within its peculiar limita¬ 
tions, impoaed by the existing conditions, it is capable 
of rendering valuable service. It is not only In the 
supply of cheap and facile credit that co-operation 
will benefit the cultivator and the craftsman; it wip 

*s£2“E ht ll >e otfasisetfoaoUmH^e 

of seed, manure,' implements and raw materials and. 
of the sale of agricultural products and manufactured 
goods. 

If local and communal industries are thus 
organized in different localities, the resultant good 
will be immense. The principle of co-operation can 
be applied, as it is being applied in a few cases 
even to-day, in a variety of ways to put larger pro¬ 
fits into the pockets of the producers. Certain areas 
are eminently suited to particular crops and in¬ 
dustries. Without disturbing the old order of things, 
they can he brought within the pale of the co¬ 
operative movement. The cotton, sugarcane, potato, 
groundnut and other crops can be dealt with in this 
way as also the weaving, leather making, paper 
making and oil-pressing industries. The problem of 
the supply of pure milk to r itics and towns is becoming 
more and more urgent every day and dairies can be 
conducted on the co-operative principle. It is satisfac¬ 
tory to notice that endeavours are being made in 
this direction and it hardly admits of doubt that if 
they succeed the resultant good will be appreciable,/ 

Kb2. Land Banks Controversy .—There has 
recently been some discussion of the question whe¬ 
ther the agrarian problem can really be solved by 
the spread of the co-operative movement and whether 
land banks of the Egyptian type arc not necessary 
to free the rayat from the load of indebtedness 
under which he is crushed. It is contended on one 
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side that the hopeless condition of the rayat requites 
a radical cure and co-operative credit is only a 
palliative.* It is pointed out on the other side 
that the history of Agricultural Banks does not show 
either that they can wipe out agricultural indebted¬ 
ness or make co-operative credit institutions super¬ 
fluous. 'Non-co-operative agriculture 1 banks may to 
a certain extent supplement, but they can never 
supplant co-operative credit institutions.’! 

A little consideration will show that there is an 
amount of truth in both these positions. The serious 
problem in India at whi«_h the Gciernment has been 
tinkering for more than forty years, is the appalling 
indebtedness of the rayat. Co-operative credit socie- 
ties, which came to be regarded as the sovereign 
remedy, can not frankly sche that problem. They 
will only supply short term and personal ciedit and 
cannot touch the real cul of the existing and long¬ 
standing indebtedness. Unless that millstone is 
removed from the neck of the helpless cultivators 
and they are enabled to carry on their operations 
freely and prclitably, their condition must remain 
unsatisfactory. Pir.ce lS“v, Got eniment has tried 
several measures to make loans to apricultvii-ts on 
the security of their lands. These attempts should 
have been persisted in and should have been developed 
into large banking organizations. The Government 
considers itself to be the universal land-lord in India; 
and as Sir John Strachey observed in 1870, in this 
capacity duties devolved on it u for the improve¬ 
ment of the land and for the advancement generally 
of agriculture, beyond the ordinary duties of a 


* U. E. Wikcha t A^ir literal Baoki In India, 
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Government, and similar in kind to those duties 
which a good land-lord had everywhere to perform.” 

If the funds of the Sti.te had been liberally 
expended for the improvement of land and of the 
agricultural industry generally, the situation would 
have steadily grown better.Tho peculiar political and 
economic conditions in India required such a policy 
on the part of the State. As it was, the general 
economic decay and stagnation told on agriculture 
also, and the position was not adjusted to the 
rapidly changing circumstances. The system of 
granting long-term loans to cultivators to be re¬ 
covered in small instalments, was strongly recom¬ 
mended by the Irrigation Commission of 1903, and 
their principle was generally accepted by the 
Government of India in its Resolution on the ques¬ 
tion, dated 30th November, 1905. But the amount 
of the loans thus granted has always been meagre, 
rarely exceeding 6 crores of Rs. lor the whole 
country. 

Though this is all true, the importance of 
co-operative credit societies cannot be gainsaid. 
They supply a badly felt want of the cultivator by 
providing him with credit where he has none. 
Agricultural operations are facilitated and higher 
profits are ensured. Credit societies very largely 
perform the same function as agricultural banks, and 
they are eminently useful to cultivators who have 
only small pieces of land to mortgage. They enable 
them to capitalise their honesty and, on the principle 
of self-help and mutual aid, to improve their condi¬ 
tion. This is an aspect of the agrarian and the 

general economic question which should not be tost 
sight of. 
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In Indi x tht State has got to undertake several 
duties which do not fall within the province of 
Governments in other countries. But in spite of 
this, if the co-operative movement grows along sound 
lines, it must raise the cultivating classes both 
materially and morally. The progress achieved by 
the people under the influence of that movement, 
will be more lasting and beneficial though much 
slower. The conditions in India with respect to in¬ 
debtedness are in several respects similar to those 
in continental countries of Europe where the co¬ 
operative movement has taken firm root. And if 
co-operation has helped to elevate the masses there, 
there is no reason why similar results should not 
take place in India provided other conditions are 
favourable. 

Reviewing the development of rural credits in 
European countries, Mr. James B. Morman observes: 
—“ If European experience covering more that half 
a century of co-operative personal credit and more 
than a century of co-operative mortgage credit, has 
any lessons for American farmers, the most im¬ 
portant are :— 

(1) That organization among farmers, has been 
the basis of success in the credit system; 

(2) That education in the use of credit has 
proceeded hand in hand with organization; and 

(3) That personal supervision by the farmers 
themselves over their organizations and over the 
use of loans made only for productive purposes has 
been a prominent feature in the European system. 

In no instance has any Government taken the 
initiative in establishing a rural credit system. 
When legislation by any national Government baa 
taken place# it has usually been for the purpose of 
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facilitating or aiding the organization of farmers’ 
co-operative societies, and when Government aid has 
been granted, it has generally taken the form of 
Joans at low rates of interest made to local credit 
societies through central or regional credit banks, 
for a Government to take the initiative in establish¬ 
ing, for example, a long-time mortgage credit system, 
would seem to European fanners like trying to 
make a pyramid stand on its apex.” 

The State in India may make loans to agricul¬ 
turists and others through co-operative societies for 
productive purposes and the Maclagan Committee 
has drawn the attention of the Government to this 
question. 

163. Maclagan Committee’s Report*—A 

student of co-operation in India cannot find a 
better source of guidance and information than the 
report of the Maclagan Committee ; and we com¬ 
mend to the reader a careful perusal of that 
report. From it he will see what the movement 
has so far achieved and what it is capable of 
achieving. He will also know what nre the weak 
and strong points of the movement, and the directions 
in which it should develop will be clear to him. We 
can only offer here a rough and brief summary of 
that report:— 

INTRODUCTORY. 

The report starts with a description of the depressed 
condition of the lower classes and of remedial measures at¬ 
tempted by the State to improve it, and observes that thj*. 
action having proved partial and incomplete, Government? 
turned to co-operation os the most hopeful method of dealing 
with the problem before it. The moral aspect of co-operation 
is emphasised and it is stated that to true co-operation alone 
itia that “Government roust look for the amelioration of the 
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nm3scs, and not to a pseudo- co-operative edifice, however 
imposing, which is built lit ignorance of co-operative princi¬ 
ples. ’ ’ The development of the co-operative movement is 
then traced from its inception to the time of the appoint¬ 
ment of the Committee. The report then proceeds thus :— 

It was inevitable in the beginning that credit societies 
should be mainly attended to, but that a demand for non- 
credit forms of co-operation should arise was in itself a 
healthy sign. But such societies should arise spontaneously 
and satisfy a real need and a competent staff should 
be available to supervise them and deal with tho com¬ 
plicated economic problems involved. Several non-agricul- 
tural and non-credit societies have been started for sale, 
purchase and other purposes. Societies for the benefit of 
weavers are welcome, but 4 attempts to reorganize village 
industries on a more profitable basis should not bo under¬ 
taken sporadically QI fortuitously.’ Certain type of societies 
like stores, ofteu exhibit a tendency to ignore tho moral 
basis of co-operation and care should be taken by tho Re¬ 
gistrar that co-operative principles arc followed by ench 
societies, and that they do not become merely ootnmeroial 
and profit-hunting bodies. 

Though tho primary object of tho co-operative move¬ 
ment was to tackle the agrarian problem through it, it is 
necessary that non-agriculturul societies also should grow 
up along with tho agricultural. Tho wage earning, artisan 
and middle classes must bo brought within the co-operative 
fold. Middlo class urban hanks aro not strictly ca operative, 
but in the absence of joint stock banking facilities, they are 
likely to servo a useful purpose. With regard to banks for 
tho use of large landed proprietors, corresponding to Land 
Mortgage Credit Associations, the establishment of we’l- 
eonceived and well-administered banks of this typo ** would 
be a measure of great value not only to the proprietors 
themselves bat also to tho Government.’^ 

PRIMARY SOCIETIES. 

In the ease of primary societies it is on three main 
requirements that their soundness is based, via. (1) they 
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mast be co-operative 5 (2) they mast also be business-like 
and (3) they mast be thoroughly well supervised. The area 
mast be sufficiently restricted to enable members to exercise 
an effective mutual control, and their number should not be 
tmdnly large. Bei oto a society is registered a scrutiny 
should be made into the kind of men it will deal with 
and their assets, working capital and so on. Teaching 
of co-operative principles in various ways must bo 
arranged and proper men must be selected for tho post of 
secretary and as members of tbo managing committee. Some 
provision is necessary for ascertaining tbe previous debts of 
members and wherever possible, they may bo gradually paid 
off rather than that they should be immediately cleared on 
admission. As regards the rate of the progress of tbe move¬ 
ment, there should be no attempt at forcing the pace and 
‘‘except for special reasons. an increase in the number of 
societies should radiate from existing centres of co-operation 
and should be based on a well informed desire to imitate 
existing good examples.'' 

The capital of primary societies is composed of four 
items, (1) shares, (2) deposits, ('!) loans and (4) surplus 
assets or resolve fond. The value of 'hares should not be 
undnly largo so at to create disabilities against poor 
members and a maximum limit should be fixed to dividends. 
Value of shares may be deducted from loans granted to 
members and tho principle of unlimited liability or rather 
‘‘‘contributory unlimited liability ” should be adhered to in 
the case of agricultural credit societies. The amount of 
deposits locally obtained has been comparatively small and 
“ unless as the movement progresses there is a substantial 
increase in this class of deposits it will have to h« confessed 
that co-operation has failed iu one of its main objects.’> 
Compulsory deposits from members are not desirable ; and 
the tern of deposits should not ordinarily be less than one 
year. Only two exceptions to thi9 rule may be admitted : 
(1) short term deposits are useful for temporary accommoda¬ 
tion to meet demands for loans, and (2) savings deposits 
when small same within strictly marked limits am taken 
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and dealt with on lines similar to those of the Post Office 
Barings Banks. 

The total borrowing powers of a society are fixed by 
the Central Bank and the Registrar, and the amount the 
society can lend is determined by tide limit. Bnt it is 
necessary for a society to fix the limit (1) up to which 
members as a body will pledge their liability and (2) to 
which members should individual!}- be entitled to receive 
loans. Loans are given for the ordinary operations of agri¬ 
culture and much assistance cannot lo expected from co¬ 
operation for expensive improve meats fur which recourse 
must be had to Government. I’eriod for which loans should 
be given must be carefully worked out in view of the objects 
for which they have been rnadt. Personal security ought 
to bo the rule and sureties should bo made to realise their 
responsibility. The mortgage of laud should only be 
regarded as collateral security iu addition to sure tics. 

The competition of souetics has brought down the rates 
of outside money lenders. < h'o long as the rates of societies 
are below those of the out-ddo market, they cannot be re¬ 
garded as excessive and th»-r> are many dangers in sudden 
or largo reductions b- low ru.:h rates.’ It must be cm* 
phausod that ‘ unless loans arc repaid punctually, co¬ 
operation is boll) financially and educationally an illu¬ 
sion; and no exertions arc waited which aim at ensuring 
promptitude in this rcsp» u ’ Disputes as to arrears aim u id 
be referred to the Registrar aud if ho so directs, to arbitra. 
tion. The Act provides for this arrangement There is, 
however, a great difficulty in securing execution of the 
decisions ; bub it will not be advisable to accord to societies 
the privilege of summary procedure. An effort should be 
made tttbuild up a reserve fund so as to make ttm ~.aaauity 
ultimately independent of outoideWlp. The surplus assets 
or reserve fund may properly be employed in the business 
of the society so long as proper provision is made for the 
necessary fluid resources. Under the Act one-fourth of the 
sat profits must be carried to a reserve fond and Id per cent, 
45 
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ot the remainder may be used for any charitable purpose 
With the sanction of the Registrar. 

Periodical audit and constant supervision are necessary 
and for this purpose the official machinery must be sufficiently 
powerful. The audit must be eompreht;n?ive and thorough 
and should be carried out under State control at tho present 
stage of the co-operative movement. The time is distant 
when tho work of making the original audit can bo taken up 
by societies tbcmoolve?. The work c>f super vision ehonlii.be 
carried out by unions, control banks* and other bodies main¬ 
tained by the societies themselves. 

CENTRAL RANKS. 

Though the operations of a * central bank ; may cover a 
larger area, it i- usually t spec ted to finance primary 
societies within a single district or part of a district. 
Between such a bank and the primary societies, there is, in 
so mo Provinces, tho link of 1 guaranteeing unions' and their 
number in Burma is large. *• Tho union io registered as a 
society with limited liability and mutual guarantee is 
effected by a rule that each guaranteeing society shall bo 
liable for any default by a soviet v m the repayment of a 
loan recommended by tho union to the extent of the 
maximum amount of its borrowings from non-members in 
tho twelve months preceding a call."' This kind of union 
is to be strongly rocomuu ndod as it will be a groat acces¬ 
sion of strength to the movement. 

Central banks perform the double function of balanc¬ 
ing (1) tho funds of societies and (Z) supplying capital. 
There are now practically no Central Banks which 
undertake outside business and comparatively few which 
lend to individuals, but the time seems to have come when 
steps should be taken to bring to a close in all eases the 
practice of granting any loans except to registered societies, 
A Central Bank should cover as large an area as is com¬ 
patible with convenience and efficiency. Under existing 
conditions it is much better to adhere to the system of 
independent central banks than to have branches of Pro¬ 
vincial Banks. No loans should bo granted to societies 



Maolaqan committee’s Report. 355 

which we not share-holders. All shares held by individual# 
should be fully paid op and the use of reserve liability fa 
to be deprecated. 

The total liability attaching to shares, whether held by 
individuals or societies, should be limitoi to their face 
value. A maximum rate should be fixed for dividends, but 
it should be laid down on some logical principle. Tho 
deposits of theso banks will not seriously compete with 
those of joint stock banks. Amounts hold on current 
account should bo covered by bufiiciont fluid resources. 
Savings accounts may also be opened but oertain precau¬ 
tions must be observed. The area from which deposits may 
coine, need not be restricted. Tho central banks may 
receive advances from Presidency Banks and joint stock 
banks in the form of cash credits. The .-y»tem of debentures 
is not to be much relied upon in this connection. Loans to 
individuals aro to ha deprecated and central banks should 
not undertake any outside banking work. Credit of 
societies to whi. h loans are to uo made, should be carefully 
assessed, particularly where there are no unions in existence, 
and the objects of the loans must bo similarly scrutinized. 

The period of loans must bo conditioned by the period 
for which deposits are held, as the former, unlike the latter, 
is within the control of the Central Bank. Unfortunately 
the practice of many banks is not in accord with this 
sound principle. Cash credits should be given to societies 
which are thoroughly well mauagod and co-operative in 
character. The security required from societies for loans 
should ordinarily take the form of pro-notes and not 
the shares held by them in central bank®. Every society and 
bank must have a reserve fund under the Aet, but besides 
the Reserve Fund proper, which in the case of primary 
societies, is built tip out of the indivisible net profits, 
there are the * fluid resources ? which must be carefully 
husbanded in order to enable societies and banks to meet 
the demands of depositors. In the absence of facilities for 
discounting oo-opwraUve paper, this iWd resource should, 
in central banka, ho sufficient to meet bait the deposits dm 
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Icr payment within the next twelve months, a standard of 
ona-third being held sufficient in the case of Provincial 
Banks. 

PROVINCIAL BANKS. 

In each of the major provinces there should be oneapez 
bank which will co-ordinate and control the working of 
oentral banks which should be prohibited from dealing with 
each other or with Presidency or joint stock banks except 
through its medium. The Provincial Baak should itself ba 
obliged to confine its dealings with co-operative institu¬ 
tions to Central Banks and leave to ilem the work of 
dealing with societies. The present organization throughout 
India is incomplete in this respect. Although in starting 
a Provincial Bank individual share-holders may Lave a 
preponderating influence, representing the business element, 
its constitution should be so framed as to give to affiliated 
co-operative institutions an opportunity at no distant date of 
securing a majority of votes at the general meeting. 

The management of a Provincial Bank requires more 
expert knowledge and experience than that of a Oentral 
Bank, and it is desirable that the management should be 
mainly in the hands of business men. All central banks 
should be induced to become affiliated to the Provincial 
Bank, and the latter should grant no loans to societies 
capable of being affiliated to a Central Bank. Long-period 
deposits are necessary to Provincial Banks which slionld 
gradually accumulate surplus assetB and good liquid 
securities in order that dependence on outside agencies may 
be diminished. Their fluid resources should be sufficient in 
amonnt to cover one-tkird of the possible liabilities of the 
Banks falling due in the course of the ensuing year. 

The main business of a Provincial Bank should bo to 
co-ordinate and control the finances of Central Banks, 
utilizing their surpluses and supplementing their deficiencies, 
and they should not embark in business outside the co¬ 
operative movement except in so far as it may be found 
necessary to lend or deposit spare funds for short periods ia 
outside institutions. 
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It may be generally stated that if provision is made to 
minimise undue official influence, the movement should not 
be deprived of the moral and financial support which Govern¬ 
ment servant* give it. None of the powers of the Registrar 
should be devolved upon the Collectors. In oert&in Pro¬ 
vinces the Collector or subdiviaional officer ia the chairman 
of a Central Rack. This practice is found to be beneficial 
and has its obvious advantages bnt thoso officers should not 
hold positions on the managing committees of central banks 
exnJKrin or os an invariable rnh>. Tbo district officer 
** would stand as a well-wisher equipped with the requisite 
knowledge and *yn»palhy, but need not necessarily have 
any intimate connection wi»h the nianngt moot or assume 
direct responsibility.” 

It is necessary to co-ordinate economic departments of 
Agriculture. Industry and Co-operation under a single officer 
of high standing in each Province, to be called the Develop¬ 
ment Commirsiotier. There should also be un advisory 
agency at the head-quarters of Government to deal with the 
many teohinal and complex problems which aro arising in 
connection with co operation. This officer should bo attached 
to the Government of India and he should make inquiries 
and tender advice. Agricultural loans made by Government 
under Act XII of 1884 and Act XIX of 1883 should bo 
granted to co-operative societies themselves. There exists 
no agency in India ‘‘ which can be relied on to provide the 
facilities of rediscount for co-operative banks, and thereby 
give to their finance that elasticity without which present 
stability* and the same progressive development of the on. 
operative movement appear to be difficult, if not impossible”. 
Commercial banks will Dot voluntarily undertake this work, 
and If some arrangement cannot be raado with the Pre¬ 
sidency Ranks, under which they will undertake the duty 
of rediscounting agricultural paper for Provincial co¬ 
operative banks, the only alternative solution appears to 
So in the establishment of a State co-operative apex bank. 
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169. Summary —The pr oblem of rural credi t 
istwo-fold G) to pMvUIe^Bgi«ia.xr^Ut -toOhe 
Igrojer to pnftWe him to pay off.hi*. okti^dbts 
9 lJnter«st 

more or less costly agricultural improvements ; and- 
(2) to supply the cultivator with short-term credit 
so that with its help he may carry on his normal 
agricultural operations with greater ease and profit. 
The method of achieving this double object is also 
two-fold : (1) to start mortgage and other land 
banks with and without State assistance, so that 
they may advance to the land owner and farmer the 
cheap capital they require for land improvement 
and other purposes ; and ( 2 ) to teach the cultivators 
to combine with a view to obtaining credit on joint 
security and carrying on the operations of their 
banks and societies on the principle of self-help and 
co-operation. 

The Government in India tried the first method 
to achieve both the objects stated above, and passed 
the Land Improvement Loans Act and the Agricultur¬ 
ists’ Loan Act in 1883 and 18S4 respectively. These 
efforts were not, however, fruitful and the idea of 
an experiment of a land bank which was to have 
been made in the Poona District about that time did 
not materialise. But the indebtedness of the rayats 
and tlieir helpless condition attracted greater and 
greater attention as the years rolled on, and atten¬ 
tion was rivetted on the problem by the widespread 
and disastrous famines which over-took the country 
in Lord Curzon's time. The question was again ex¬ 
amined and it was decided to resort to the second of 
the two methods stated above# It was believed that 
by cooperation alone could the cultivator effectively 
improve his condition and Government decided to 
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help him by passing a special Act- Thus in 1904 
was passed the Co-operative Credit Societies Act• 
and in the light of seven years’ experience it was 
amended and expanded into the Co-operative 
Societies Act of 1912. 

Co-operation not only strengthens the econol 
mic position of those who combine for obtaining 
cheap credit and for purchasing and selling under 
favourable conditions, but italso exercises a moral and 
generally elevating influence upon all those who 
come within the pale of the movement. It teaches 
self-help and thrift and fosters public spirit. People 
learn to manage their own affairs and an atmosphere 
of solidarity, freedom and enlightenment is created. 
The co-operative movement is making headway in the 
country, and since the Act of 1912 was passed, societies 
and unions of societies have been started for purposes 
other than the mere supply of cheap credit. 
Guaranteeing unions and district central banks are 
rising on the foundation of primary societies, and the 
movement was growing up so rapidly and widely that 
Government thought it necessary to appoint the 
Maclagan Committee to inquire into its position and 
possibilities. 

The essence of co-operation is that the move¬ 
ment should be animated by the true spirit of self- 
help and sacrifice. Mor al and material elevation of 
the people can be achieved onlylF tbey‘"cafch'~the 
genuine co-operative spirit. It cannot be said that 
from thia point oT view the situation in India to-day 
is quite satisfactory. The ignorance and despondency 
into which the masses have sunk for generations, 
impede the progress o£ the movement. If the State 
wfcre to patronise and control it too much, the life 
would go out o£ it, but it can still help in its pro- 
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gress in various ways. The attitude of Government 
in India towards cooperation in unexceptionable; 
its officials sympathise and help, but do not un¬ 
necessarily obtrude themselves on the movement. 
The State may, however, render more indirect help 
and in a wholesome way, by bringing about a general 
improvement in the political, economic and social 
condition of the people. 

Co-operation in credit, purchase and sale, is 
bound to do economic good to cultivators - and" other 
producers. There is so touch wastage going on for 
lack of organization in agricultural production and 
in the marketing of goods. Middlemen, money 
lenders and merchants absorb a great deal of what 
ought to go into the pockets of the tavats, and the 
economic progress of the nation suffers. Co-opera¬ 
tion is, therefore, a powerful lever by which the 
masses may be raised materially and socially to a 
higher status and the State and people must do 
everything they can to promote the development 
of the movement. 

ghort-term and personal credit is beings pro¬ 
vided by co-operative societies, and the gains made 
must be consolidated before the area of operations 
is widely extended. Strict audit and inspection by 
unions and central bunks is necessary and the latter, 
as well as provincial banks, must bring more capital 
from outside into the movement. The societies, 
unions and banks must be conducted on sound lines 
and then only true success of the movement will be 
ensured. The problem of long-term and mortgage 
credit still remains unsolved and steps have to 
taken to tackle it. Special banks dealing with tffiv 
kind of credit will have to be started and land¬ 
owners must be enabled to raise capital by mortgag- 
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fug with them their properties to be redeemed 
within a fixed period by stated annual payments. 
Owners of small landed properties and tenants 
mbit also be assisted to wipe off their indebtedness 
atid to improve their properties. This is a very 
difficult question which the State in India has to 
take up, and it may encourage private enterprise 
to tackle it. 
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165. National Dividend. We have so far 
considered questions relating to the production and 
circulation of wealth, and must now proceed to 
discuss certain questions concerning the distribu¬ 
tion of wealth. Consumption is the object of all 
wealth-creation, and the wealth produced by a com¬ 
munity, must be distributed among its members in 
order that it may be consumed. The wealth pro¬ 
duced by the co-operation of the various agents# 
who supply the essentials of production, constitutes 
a reservoir out of which those agents take out their 
shares. As Dr. Marshall puts it, “ the labour and 
capital of the country, acting on its natural resources 
produce annually a certain net aggregate of com¬ 
modities, material and immaterial, including services 
of all kinds. This is the true, net annual income or 
Tevenue of the country, or the national dividend/** 
Goods and services produced to satisfy 
wants of the community by land, labour and capital, 
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are the source from which these agents are re¬ 
munerated. Each agent has a claim to a share in 
the common stock, and naturally an increase in the 
total product means augmentation of these shares. 
The remuneration which the landlord receives for 
his contribution to production, is called rent; in¬ 
terest is the remuneration of the capitalist, and wages 
are the payment made to labourers. The entrepreneur 
who brings together the agents of production 
and carries on the enterprise, is rewarded with his 
share which is called profit. Specialization in 
production has now proceeded to such a length that 
different classes in the community have come to 
control different agents of production, though a 
combination of these last in the same hands is not 
uncommon. Shares in the national dividend ob¬ 
tained by these classes, correspond to the contribu¬ 
tions made by them to the production of wealth. 

166. Profit. Profit i«? the share of the national 
income that falls to the lot of the entrepreneur or 
manager of an industry. It is often times confused 
with interest and the ordinary remuneration of 
labour. Profit is, however, like re nt, ex cess of the 
selling priceliver cosrol^r^ 
pfsatfeef is just able to rueet this cost, but the 
producer whose cost is less, derives a profit. In 
profit, as it is generally understood, there is always 
an element of wages or interest; but pure profits, 
in a state of competition, depend upon varying 
prices and costs. The profits of Indian cultivators 
are thus regulated by the prices of agricultural 
products and the peculiar circumstances under which 
they produce. In times of scarcity, for example, 
the prevalent high prices favour cultivators in 
certain localities while their neighbours are groat 



$64 


Indus Economics. 


losers. Here luck or chance plays an important 
part; but permanent profits are the result of per¬ 
manent advantages and favouring circumstances, 
which are, however, discounted by competition. The 
advantage of good soil, cheap credit, irrigational 
facilities, proximity to markets, utilization of im¬ 
proved manures and implements are these factors. 
But the profits will diminish or vanish as these 
advantages are shared by other cultivators. This 
does not make improvements meaningless because 
what is lost in falling prices, is gained in a larger 
output. And here we are speaking only of pure 
profits. 

Agricultural profits were comparatively steady 
when different parts of the country were isolated 
from one another and from the outside world, being 
disturbed only by scarcity or famine. But now 
India has been linked to foreign countries by railways 
and steamers, and competition also plays a more 
important part than before in the determination of 
profits. The demand for cotton, for example, in 
foreign markets, acts upon the price of the Indian 
staple, and the profits immediately go up with rising 
prices though they may be intercepted by middlemen 
and not reach the actual producers. While, there¬ 
fore, the cultivator in India may get out of the soil 
just enough to maintain himself and his family after 
meeting the cost of the cultivation, consisting of 
interest on capital, land revenue or rent and so 
forth, the profit will be only the wages of labour. 
In certain circumstances, however, some margin will 
be left to him, which will be his profit, >' 

These remarks apply to the ordinary artisan or 
craftsman also. Those engaged is domestic indus¬ 
tries, the autonomous workers, will normally be able 
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to get just enough to maintain themselves, that is, 
wages, unless the demand for their products in¬ 
creases and enhances prices. As we have shown in 
a preceding chapter, they may not be able even to 
get these wages and may have to give up their 
callings. “Taking India, us a whole, although 
there has been an increase in industrial prosperity 
and development in the period betweenthe censuses 
of 1901 and 1911, competition with imported articles 
and the products of factories, organized on the 
latest methods and worked by machinery, have ruined 
many of the handicrafts, especially the haudloom 
industry and compelled people to leave their ances¬ 
tral vocations for other meaus of livelihood,notably 
agriculture Conditions created by the War, 
have favoured several classes of producers, who, in 
normal times, could just make a living or led pre¬ 
carious lives, and they have enjoyed a temporary spell 
of prosperity ; but the profits oE these industries 
must disappear with the cessation of the war, unless 
economies are introduced in the meanwhile or prices 
remain at a sufficiently high level. 

The profits of industries conducted on modern 
lines have been sufficiently large. Cotton, jute and 
the mining industries have a margin left to them 
which has encouraged the expansion of manufac¬ 
tures. “ The number of these is, however, very 
small. The rise of prices has undoubtedly benefited 
them in as much a3 the price of articles produced by 
them, has In most cases far exceeded the cost of 
production. '* There are, of course, ups and downs 
in the condition of these industries, and the scale 
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of profit, in the case of the cotton industry, for 
example, is regulated by the stocks of piece 
goods in the market, the price of raw cotton, the 
supply of coal and so forth. 

167. Interest :—The remuneration of capital 
in India is high, and it is notorious that rates of in¬ 
terest arc usurious. There is never a uniform rat* 
of interest anywhere, much less in a country like 
India. In western countries, the rate gradually 
fell down till at last it has now been raised by the 
enormous demand the War has made on capital 
throughout the world. Where competition has free 
play and there are banking facilities, variations in 
the rate of interest are rare; but in the absence 
of these conditions, it rules very high. It is also 
high where the supply of capital is inadequate, 
and millions of British capital have thus been 
attracted to the Colonies and to foruigon countries. 

Mr. Datta's inquiry led him to the conclusion 
that the rate of interest in India was steadily declin¬ 
ing. He observes :—“ The rate of interest on 
agricultural loans varies widely in different parts 
of India and even in the same place, according to 
the cerdibility of. the cultivator or the security 
offered; thus in Bengal, it is said to be 36 per cent, 
in Eastern Bengal 371 to 75 per cent,, in the 
Central Provinces anything from 6 to 100 per cent, 
and in Madras 6 to 36 per cent. It is, therefore, 
difficult to collect statistics to show whether the rate 
has increased or decreased. But the general belief is 
that the rate of interest has been lowered except In 
some parts where restrictions have been placed by 
law on alienation of land, thus reducing the value 
of security. It seems from the evidence collected 
that this lowering of the rate has been due to in* 
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creased wealth and a consequent increase In the 
n umb er of money lenders who compete with each 
other in reducing the rate. Co-operative credit 
societies have also doubtless contributed to these 
results in places where they have been constituted.”t 

The rate o£ interest on Government and other 
securities steadily declined for many years and only 
the War loans have now pushed it up. In the 
busy season, the rate for temporary accommodation 
is high and this rate is always fluctuating. Money 
lenders can always command a high return for 
their capital, and agriculturists, artisans, crafts¬ 
men, small traders and oilier needy people cannot 
borrow without paying a heavy price. There is an 
element of risk in these transactions, and the bor¬ 
rowers are very needy. Hence the prevalence of 
usury over almost all parts of the country. 

168. Usury:- -As in western countries, so in 
India, usury lias always been condemned and the State 
has every where endeavoured by means of legislation, 
to discourage it. In 1 9 14 , the Government of India 
issued a circular letter to local Governments on 
the subject of the feasibility of preventing the 
use of civil courts as an agency for the realisation of 
usurious demands by money lenders. The issues 
raised in the letter were, ( 1 ) whether the courts ate 
as a matter of fact at present compelled to give 
effect to unconscionable contracts and to enforce the 
payment of inequitable and extortionate demands; 
( 2 ) whether, if the answer is in the affirmative, thi s 
abuse of the authority of the courts has attained 
such dimensions that it is expedient to take steps to 
remedy It ; and (3) in what manner it can be pre- 
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vented without engendering consequences more 
prejudicial to the interests of those concerned than 
exist at present. 

t 

Tire main remedies, the letter went on to state, 
for the suppression of usury, were perhaps the 
following : ( 1 ) the fixing of a legal maximum rate 
of interest recoverable; ( 2 ) the determination of 
a legal maximum amount of interest recoverable, 
commonly known in India as the rate of Damdupat, 
and (3) the bestowal of authority on the courts to 
go behind a contract, re-open a transaction, and 
reduce the rate of interest to what is thought to be 
equitable. The third line of action has been 
embodied in the English Money lenders' Act of 19 OO. 

The Government of India has anticipated and 
stated the various objections that may be raised 
against the undertaking of any legislation on these 
lines. For instance, it is contended that it would 
interfere with private contract, that it would increase 
litigation and harrass the ordinary operations of 
trade and it would be ineffective. There is much 
force in these objections, and the results of the 
operation of the Deccan Agriculturists' Relief Act, 
have not proved very satisfactory. The Government 
of India itself wisely observes in its letter that it 
would not be right to argue that * everything is the 
fault of the money lender and that the debtor is 
always a blameless and injured innocent.' Usury 
laws have been condemned by economists as a use* 
less and undesirable interference with liberty, but this 
condemnation is based on the assumption that the 
loan* rest upon the equality of business opportunity 
and the fret competition of capital “ Under such 
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conditions,” Seligman points out,* " usury laws are 
futile and worse than futile, because they either tend 
to evasion or become a drag on industry". Where 
these conditions do not prevail, and the lender is in 
a position to take an unfair advantage of the 
borrower, it is necessary to protect the latter. Laws 
in France, England, Germany and America, grant 
such protection to the borrowers, an 1 in a country 
like India measures of this kind arc absolutely noces** 
sary. As Gide points out, “ it is uo more of a 
contradiction to allow liberty as regards the rate of 
interest, while punishing those who make a pro¬ 
fession of lending at a high rate, than it is to allow 
consumers the liberty to dr.nk, while punishing 
publicans who supply drunkenmen.” f , 

169. Rent from Land:—Having so far dealt 
briefly with the shares in the national dividend taken 
for the supply of business organization and capital, 
and reserving for the next chapter the consideration 
of the remuneration received by labour, we shall 
proceed to the consideration of the share of the re¬ 
maining participant in production, land. The 
word 'rent' is used in common parlance to connote 
the price paid for the use ot a thing o. g. a house, a 
machine or a carriage. But moio often it is as¬ 
sociated in the popular mind with the piiee paid or 
obtained for the use of land. This income from 
land is irrespective of the returns received for the 
capital invested or the labour expended, and the 
theory which explains the emergence of land rent is 
famous in Political Economy, "Rent is due to natu¬ 
ral variations in soils, or.to the varying advantages 
given to sites, not by the owners of the sites, but 
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by the distribution of population and the means of 
transport. If the payment of rent were stopped, 
the fertility of good soils, the convenience of good 
sites, would not diminish ; for the rent receivers did 
not create and do not maintain, that fertility and 
thut conveuience/’f 

This character of land rent, the limited supply 
of land, the national and economic importance of the 
food and raw materials land produces, the social 
effects of the possession of land by a certain class 
in the co nmunity,—ail these factors have invested 
the question of rent with a peciliar interest. Haw 
had is held and owned, how it is hired out, how Its 
produce is distributed and how the community is 
affected by land laws and lan 1 lent, are questions 
which have been hotly debated in all countries. 
Schemes of land nationalization .cal of a single tax 
on land, lave been discussed and the heave taxation 
and absorption by the State of ‘unearned increment' 
have been advocated. It is, therefore, necessary to 
deal here with the question of the land tenures which 
prevail in India, particularly because agriculture is 
the predoniinint industry of this country and the 
welfare of the mass of the population depends on 
the system of Urn 1 tenure and the share of the ray at 3 
in the produce of the lands they cultivate. 

170. BiHng out Land : —The proprietor of 
land may either lease it to farmers and k tenants or 
cultivate it himself. It the land belongs to the 
community, the Government is the proprietor and 
leases it to tenants, who pay rent to it. If private 
individuals are proprietors, they receive theV'rSftt 
from their tenants. Where the fitst system prevail#. 
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there is complete nationalization o£ land, which is the 
ideal of many socialists, who regard landlords as 
parasites. The second system prevails very largely 
in England whore the bulk of the land is owned by 
private proprietors. Hence the agitation in that 
country against unearned increment and the nationa¬ 
lization of land. Thiidly, the proprietor may 
cultivate the land himself, and France is the classical 
example of this system which also prevails in 
America. It is a system which is highly praised by 
economists and is held up to the imitation of nations 
where tenants cultivate the lauds of proprietors. 

Under certain circumstances, farm tenure is 
economically beneficial and socially unobjectionable. 
If the landlord takes interest m nis 1 md, puts capital 
into it and improves it, the fact of its being let out 
to a farmer cannot be urged us a disadvantage of 
the system. Hut such landlords are few, and gener¬ 
ally land is neglected and tenants ure oppressed. In 
the hands of the peasant proprietor, on the other 
hand, owing to 'the magic of private property, land 
becomes more productive and from the pomt of 
view of society, this is very desirable. Even where 
land is hired out, the Metayage system,—under 
which the rent is payable in kind instead of in money 
and consists in a proportion of the crop instead of 
being fixed for a term of years,—is preferable- 

More has perhaps been written about the systems 
of land tenure in India than in any other country, 
and it is after a prolonged and elaborate investiga. 
tiou and discussion that the rights of various parties 
such as the State, the different grades of landlords 
and of tenants, have been determined with anything 
like precision. For more than 125 years, these 
questions have been debated and even now the con* 
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troversies are not at an end. Many held and hold 
to-day that the State in India is the universal land¬ 
lord, and therefore the land revenue received by 
Government is not a tax but is a rent which a pro¬ 
prietor may claim from his tenants. They, therefore# 
feel that land nationalization, which is only a dis¬ 
tant and perhaps an unattainable ideal in other 
countries, is an accomplished fact in India except in 
those places where the Government has deliberately 
conferred the proprietorship of lands upon in¬ 
dividuals. It is, therefore, usual to exclude land 
revenue from the amount of the burden of taxation 
that falls upon the people, ns it is supposed to con¬ 
stitute rent which tenants have to pay to the land¬ 
lord whether he is a private individual or the Gov¬ 
ernment. 

171. State Landlordism:— State landlordism 
is not a mere theory ; it underlies the land revenue 
policy of Government in actual practice. If the 
State is the landlord, it is entitled to take away the 
profits of agriculture as rent, leaving to the oc¬ 
cupant bare subsistence and little more. It is not 
officially denied that the portion of the income from 
the land claimed by the Government was excessive 
and that the State demand was steadily moderated.* 
Lord Cornwallis’s Permanent Settlement proceeded 
on the principle that the State was the proprietor o£ 
the soil. In that capacity it renounced its rights to 
a progressive share in the rental of the land. But 
it was the rent which was renounced it was not 
revenue .t Mr. Wilson told the Legislative Council 
in 1860 that ‘land revenue could only be regarded as 
rent', and Mr. James Mill spoke in 1831 of rent of 

* See Gcwraawot of India'* Resolution of Lead Revenue Polio?, |S», 
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land in India having always been considered tho 
property o£ Government. Though few have the hardi¬ 
hood now to reiterate the theory of state landlordism 
in its nakednesse iu tho face of its repudiation 
by authorities like the Court of Directors, the 
Secretary of State and officials and others who have 
studied the question closely, tho land revenue policy 
of the State is actually animated by the exploded 
belief and veiled references are uiado to it from 
time to time." 

Ihe assertion is found repeatedly made that 
land has, in the East, belonged to the sovereign from 
time immemorial, and that the Bnt'Vn Government 
in this country only accepted the principle and 
followed the“practice of the old rulers. John BriggsJ 
has examined the subject at great length and com¬ 
bated the assertion about the State being the 
universal landlord in the East, lie observes “ The 
preceding portion of the book ius, I trust, proved 
that the occupant of tho land alone was its sole 
proprietor ; that the demand on him for contribut¬ 
ing to tho support of the State, was a sort of 
income tax, viz. a limited portion of the produce of 
his estate and that this portion was fixed in lime of 
peace but liable to increase iu time of war and that 
under all circumstances, it left a certain surplus 
profit to the owner, equivalent to a reut. Moreover, 

I hope I have established that the sovereign never 
claimed to be tho proprietor of the soil, but of the 
land tax he collected through local agents and ex¬ 
pended it in such a way as the Government thought 
fit." 


* StcG. V. Joahi’* Writing* «*i Spwthst, page 573. 
$ To* Land t«ia India. 
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* In a despatch to the Secretary of State, dated 8th 
June, 1880, Lord Lytton’s Government observed 
The Government undoubtedly is the owner of a first 
charge the amount of which is fixed by itself on the 
produce of all revenue-paying land in India; but 
over the greater part of the Indian Empire it is no 
more the owner of the cultivated land than the 
owner of a rent charge in England is the owner of 
the land upon which it is charged. If the charge is 
fixed so high as to leave nothing for the cultivator 
such a maintenance as will keep him from desert¬ 
ing the land, it may of course be said either that pio 
perty in land does not exist or that it is worthless." 

The old rulers never claimed to be the proprie¬ 
tors of the lands of their subjects, and for the expen¬ 
ses of Government took u certain share of the pro¬ 
duce of the fields, estimated at from one-tenth to 
one-sixth. The Mahomedan Kings followed this 
practice and sometimes may have raised the share to 
one-third. So long as the tax was taken in kind, the 
system was ruost clastic aad, in fact, the j actual col¬ 
lection was adjusted to the yield. Even when in 
later years the grain share was commuted into 
money payment, the same elasticity was maintained 
and Government rarely worked up to the standard 
rates laid down. 

172. Right of Proprietorship.— The British 
officers who were confronted with the task of reve¬ 
nue management in Bengal in the last quarter of the 
18th century, were totally ignorant Jof the old sys¬ 
tem of land tenure and of taxation. They were 
confounded with the chaotic condition into which 
the province had been thrown and the conflicting 
claims which were put forward to proprietorship of 
land. Old records were searched and scrutinised 



Right of PROPBIETOB8HIP. 375 

And different systems of assessment and collection 
were tried. But the confusion continued and at last 
Lord Cornwallis felt that there was only one way 
out of the difficult y and it was to recognize the here¬ 
ditary collectors and farmers of revenue viz. the 
Jamindars as proprietors who were to bo held res¬ 
ponsible for the payment of the due9 of Govern* 
Enont. 

Baden Powell has given .m extremely interest¬ 
ing account of the different ways in which, in the 
course of history, rights of proprietorship developed 
in the different parts of India. The old rulers levi¬ 
ed a tax on ull lands except those which were deli* 
beratelv exempted from it vi/., lands possessed by 
court favourites or persons who were rewarded for 
their services to the state or religious institutions- 
Jahagir and Inain lands were of this class. Lands 
really belonged to those who or whose ancestors 
had cleared and reclaimed them. But in the viscici- 
tndes c£ fortune, in times of foreign invasion and 
civil wars, those proprietors were dispossessed and 
were reduced to the condition of tenants. These 
c HKjuerors were themselves later on made to give up 
their ownership when another wave of invaders or 
immigrants cattle, and the\ became superior kinds of 
tenants. 

Old princes and chiefs who were thus brought to 
subjection, were often, as a matter of policy, con¬ 
tinued in possession of their lands on condition that 
they collected and paid into the public treasury the 
tax levied upon their tenants deducting and reserv¬ 
ing a certain share thereof for themselves. Far¬ 
mers of revenue and revenue officers of Government 
often made the lands, whose revenue they collected* 
thoir private property. Leaders of turbulent and 
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restless tribes took advantage of the confusion of 
the times and also became proprietors. Several 
families of Jamindars and Talukdara thus came to 
have a share in the produce of the fields cultivated 
by inferior holders and tenants. They and village 
leaders were recognized by the British Government 
who settled with them what they were to pay to the 
State out of the rents they received. 

173. Different Tenures.—The first two 
generations of British rule in India were spent in ex¬ 
periments in land revenue settlement. In Bengal 
the State dealt directly with landlords, and the tax 
levied on them was made permanent. This system 
was also adopted in north Madras. But in the 
North-Western Provinces, proprietors of large 
estates, Mahals or villages, jointly held by them in 
certain shares were recongni/id and a lump assess¬ 
ment was le\ ied on the rents received by them. 
In the Punj ib land was generally held by 
peasant proprietors living in village communities, 
each village collectively paying the land tax, which 
was revised at each new settlement as in the North 
Western Provinces. Government in Madras was in¬ 
clined to recognize such village communities they 
found in existence tnerc though the ties which 
bound the proprietors of land were not, like those in 
Northern Indin, ties of blood and common ancestry, 
supposed or real, but ties of a long residence in the 
same locality and of common interests. But the 
village community was there not recognized and 
was broken up when the Rayatwari system was in-* 
troduced in the Madras Presidency. 

In the Madras Administration report of 1855*54# 
rayatwari is thus explained:—“ Under the rayftttnuri 
system every registered holder of land is recoghteed* 
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as its proprietor—pays direct to Government. He 
is at liberty to s ublet his property or to transfer 
it by gift, sale, or mortgage. He cannot be ejected 
by Government so long as he pays the fixed assess¬ 
ment and has the option annually of increasing or 
diminishing his holding, or of entirely abandoning 
it." The system in Bombay is also rayatwari and 
the so-called occupant is as much a proprietor of 
his land as his brother the Jarnindar of Bengal, the 
only difference being that in the case of the latter, 
the land tax is perpetually fixed \vherea3 in the 
case of the former, it is liable to enhancement. In 
Madras, the Government itself has stated that "the 
distinguishing feature oL rayatwaii is the limitation 
in perpetuity of the demand of the Stale on the 
land. The rayats have thus all the advantages of 
the Zemindari tenure, while the State has a valuable 
reserve of waste land, whence as cultivation extends, 
its resources will be augmented so as to meet the 
increasing demands on its finances which the pro¬ 
gress of the country will entail : and in practice 
this leading principle of rayatwari has never been 
infringed." But this principle of rayatwari is not 
observed in Madras and Bombay, and ut each periodi¬ 
cal revision the land tax is screwed up oq the 
implied principle that the State is the landlord and 
is entitled to receive an increasing amount of rent 
from its tenants. 

Three points must here be noted: —(1) The 
person with whom the State has settled its land 
revenue is the proprietor of the hind, be he a 
Jamindar, a village community or a brotherhood or 
a peasant cultivating his own land, and in whatever 
manner the right of proprietorship may have been 
acquired. There may be inferior proprietors under 
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them or proprietors having superior rights over 
them. The status and the rights of these have been 
now settled and their shares have been fixed; (2) 
except in Bengal and a part of Madras, the tax 
levied upon the Jamindar, the joint village, the 
brotherhood, the Malguzar, and the Talukdar, is 
subject to a periodical revision; and (3) in the 
ease of landlords and joint village communities, 
the tax is a certain proportion of the rental or net 
assets and in the case where the State deals direct 
with the actual cultivator, the tax is a share in 
the net produce of each field. 

174« Effects of the System. —The econo¬ 
mic significance of these features of the principal 
systems of land tenure in India lies in their effect 
upon the condition of the agricultural industry and 
the cultivating classes. Where a Jamindar, a Taluk¬ 
dar, or a Malguzar has been recognised or created 
by Government to stand between itself and the 
tiller of the land, the State takes a certain well- 
defined share of the rent received by that landlord 
from his tenants, say 60 per cent. And in cases, as 
in Madras and Bombay, where it deals direct with the 
cultivators, the State is supposed to step into the 
position of the landlord and to take the econo¬ 
mic rent from them. If the Government is not 
the landlord, its revenue is not rent, and thif 
land tax of 50 or 60 per cent and more,—at 
one time and in certain areas, it was avowedly 
as high as 70 per cent.—must be a crushing burden 
upon the agricultural industry and cannot but have 
acted prejudicially upon the condition of the people. 
What is more, the burden is liable to increase at 
every settlement because the State as landloid 
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claims an increased share ia the net produce of 
the land. 

These effects have been felt by the rayats for 
generations, and the State was itself moved to soften 
the rigour of its system. But so long as the princi¬ 
ple is there, animating the fiscal policy of Govern¬ 
ment, mere palliatives will be of no use. In the 
matter of other industries, if a tax tends to fall on 
capita) and to hamper their development, the State 
is called upon to and does refrain from imposing it. 
The agricultural industry, however—the premier in¬ 
dustry of the country—one which is admittedly in a 
deplorable condition, is exposed to a heavy tax which 
may amount to the economic rent. In his minute 
on Indian land revenue, Sir Louis Mallet remark¬ 
ed :—“ On the one hand, we see a system which 
sweeps into the coffer of the State fifty per cent, 
or more of the net produce of the soil, thus diverting 
a fund which, iu countries where private property 
is absolute, would to a great extent, find its way 
back again into channels of agricultural improve¬ 
ment. But the amount of the produce thus diverted 
is not only large—it is also uncertain."* 

The old rulers did tax the land, but never set 
themselves up as the proprietors. They took one- 
sixth or one-eighth of the gross produce and the tax 
was taken in kind. Metayage prevailed largely in 
India as it prevails in certain parts to-day, and 
was very advantageous to the cultivator. The 
Government took as a tax a share of the grain 
actually produced, and this tax varied according to 
the quantity of the yield. The commutation of the 
payment of corn into money payments and the 
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rigidity of revenue collection, deprived the system 
of all elasticity and made the lot of the cultivator 
harder; and thus was it that sympathetic and careful 
students of that system, like James Caird, fetfe. 
inclined to suggest a restoration of the old Matayef 
system. Taking the system as it was, Mr. Caird alsd 
recommended the conversion of the rayat’s tenure 
into a free-hold. He wrote :— u Whilst the majority 
of the Indian cultivators may indeed find it neces¬ 
sary to adhere to the Native principle of continuous 
tenancy, a Government such as ours in India, should 
offer every facility for changing the tenure to 
free hold, both because it can be done without loss* 
of revenue and when done and in the process of 
doing, that change would enlist the willing help 
of the most numerous and most industrious classes 
in improving the yield of the land and unite their 
interest with that of the rulers through whom their 
possessions would be assured." 

175. Keform Needed —A flourishing and 
contented peasantry is the backbone of a nation, 
and agriculture may he described, at least in 
India, as a ‘ key industry’; and it is necessary 
for the State to pursue a policy which will pro¬ 
mote the economic well being of the cultivating 
classes. It is for this reason that a peasant 
proprietorship is favoured in all countries. That ia 
also the reason why a moderate assessment of 
revenue, which will not be enhanced for a pretty 
long period, if not a pennant settlement of it, hfkfl 
been recommended to Government.* If thele is an 
outcry in England against landlords and their t*#» 
earned increment, the conditions there are qufie 


* J>uU’# " Open Ltttcn to Lord Curtao.' 
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different from those in India, and the policy of the 
British Government in ameliorating the condition 
of the Irish tenantry is an example in point. “ We 
hlf^trut one alternative,” writes John Briggs, “ and 
dwkrls to acknowledge, in the first place, the fallacy 
of that doctrine which assumes a right to take the 
whole surplus profit from the land-holder, and to 
recognize the opposite maxim that the more which 
is left in his hands the greater will be his means to 
contribute to the national wealth, and consequently 
to the public revenue.’”! 

But if the State does not, in its capacity of land¬ 
lord, take rent from the rayat, some one else will, 
as rent must be paid for land. No. If the cultivator 
is the real pioprietor, the mirasdar, as in the 
Deccan, he has no rent to pay, though he may pay 
a small land tax. The bulk of the agricultural 
profits will remain to fructify in his pocket. Is not 
the cultivator, however, extravagant and is it not 
better that the surplus produce should be taken by 
the State to l>e usefully spent on social improve¬ 
ments ? We leave this argument to refute itself.* 
It is also urged that the value of land is steadily 
going up and that it is an indication that the burden 
of the land tax is not heavy. There is so much 
subletting of land in the country, it is contended, 
and the under-tenauts can afford to pay rent to the 
occupant of land and maintain themselves decently; 
land revenue is likewise paid without any difficulty; 
all which goes to show that the rayatwari and other 
Indian systems of tenure do not press on the agri¬ 
cultural classes. The price of land and the rental 
value have indeed risen in certain tracts, but compe* 
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tltion of people who have no other means of subsis¬ 
tence and who have overcrowded the agricultural 
industry, is probably more responsible for tins 
phenomenon than any thing else. The Indian 
cultivator is not to bo compared with the English or 
American farmer,, armed with capital and carrying 
on his industry on a large scale. 

176. Protection of Tenants. —While, tEgm* 
fo re, it unnecessary that the theory of State land¬ 
lordism should be giv en up? peasant 

moder^ted so as to leave more in the hand ? o f the 
c ultiv ators, ?£ is cqiiaTIy necessary "that the interests 
of tenants and subtenants who pay rent to private 
landlords, ■■ should be " properly safeguarded. The 
State has ft duty to perform as much towards the 
tenants of the Jamindars and other landlords whose 
rental it shares as towards the peasant proprietors, 
the rayats, whom it directly taxes. When Lord 
Cornwallis settled with the Bengal Jamindars and 
made the tax they had to pay permanent, he expect¬ 
ed not only that the payment of State revenue 
would become secure, but also that the landlords 
would improve their estates and that the condition 
of the tenants under them would steadily become 
better.* But these expectations were not fulfilled 
aud the state of the Bengal tenantry continued to 
be deplorable for two generations. 

The land tax in Bengal was pitched sufficiently 
high, being nine-tenths of the rental, as it was 
permanently fixed and the tenants could not pay 

• «I should hope that fat profit* ot the Z»aiodcn would in time 
exceed tbi» proportion (ulnt-unih* ol the rental) by • due etteafao 
to the tmprevessesu at their Unde tad the mcesnfMMB* e* their 
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their dues to the landlords. The latter had little 
protection against exactions and were harshly treat* 
ed. Security of State revenue required that the 
Jamindars should be enabled to collect their rents 
from their tenants with ease ; otherwise they would 
not be in a position to pay the land tax to Govern* 
ment. Regulations passed in 1 SI2 and 1822, gave 
little relief to the tenants, and one important duty 
oT the State which ought to have been discharged 
early in the last century and which practically 
formed a part of the general policy of the Permanent 
Settlement, was neglected. 

Ten ants, all the world over, require protection 
against landlords, and it is extended to them i n the form 
of fixity of tenure and fair rents. While the Govern¬ 
ment of India dealt with the Jamindars and took as 
its share a certain portion of the rental, it left them to 
collect whatever rents they could from their tenants. 
For a long time the status and rights of different 
kinds of tenants in the various Provinces had re* 
mained in a condition of uncertainty. Inquiries 
were, however, made, and in the course of the 
latter part of the last century, the position of the 
tenants was defined and their rights were secured. 
This is a piece of work done by the State, the im¬ 
portance of which it is difficult to overestimate. 

As we have already pointed out, landlord rights 
had grown up in a variety of ways, and it was no 
easy task to determine the landlords’ relations 
to the different kinds of tenants. A wave of immi¬ 
grants came into a province and reduced the land, 
lords there, the descendants of the first settlers, to 
the position of tenants. The latter had rights, 
however, which were superior to those of the other 
cultivators who came later. Thus there were in 
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Bengal the Talukdars and Tenure holders who 
occupied a specially favourable position which had 
to be recognized; and the khod-khast rayats or those 
who cultivated the lands where they resided, were, 
therefore, given leases without any limitation of 
period as against the Pykost rayats or those who 
cultivated the land of villages where they did not re¬ 
side, and who held their lands upon a more indefinite 
tenure- Tenants-at-will ^tood on the lowest rung 
of the tenure ladder,/ 

177. Tcoancy Acts.—It was in the year 
1859 that the first mod rn Indian tenant law was 
made in Bengal, arid in 1 "85 the Bengal Tenancy Act 
was passed, removing the defects of the earlier 
legislation and more elaborately securing the status 
and privileges of all classes of tenants. “ The Act 
provides that every tayat who has held any land in 
a village for 12 years, acquires thereby a right of 
occupancy, and 80 to 90 per cent, of rayats have 
such rights. A small number of rayats hold at fixed 
rates of rent and the remainder are without a right 
of occupancy. Even the latter, however, cannot be 
ejected except in execution of the decree of ft 
competent court, nor can their rents be enhanced at 
shorter intervals than five years. The Act was 
amended by Bengal Act I of 1907, with the object 
of giving greater facilities to landlords for the 
collection of rent and at the same time of guarding 
against enhancement of rent by collusive compro¬ 
mises, and removing the ambiguities, anomalies and 
defects brought to light by twenty years’ experience 
of the working of the Act.”* 


* D«c*oaifcl Report on the Merit and Materiel Condition et Indie, 
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The Bengal Act of 1859 was extended to the. 
North-Western Provinces and it gave the right of 
occupancy to all tenants who had occupied their 
lands continuously for 12 years. The Agra Tenancy 
Act of 1901 provided that the. change of a holding 
or dispossession for less than a year should not 
operate as a break in the period of twelve years. It 
also provided that a lease, unless it was for at least 
7 years, could not bar the accrual of occupancy 
rights, the ob ject bt ing to induce landlords to 
grant their tenants long term leases even if they did 
not wish that the tenants shouM acquire any rights. 
The rights of nori-occup mey tenants also have been 
secured and if theii rents are tub meed, they are en¬ 
titled to hold lands at those rents for at least five 
years. 

The position of the tenvnt in the Central Pro¬ 
vinces is much stronger than elsewhere. There the 
Government determines, at each settlement, not 
only the amount payable to itself by the landlord, 
but the rent he is to receive from his tenants. The 
right of the ‘'absolute occupancy” tenant is . heri¬ 
table and transferable, subject to preemption on the 
part of the landlord, and includes fixity of rent for 
the term of the settlement, f he occupancy tenants 
have their rents fixed at settlement which are liable 
to enhancement by a revenue officer at intervals of 
not less than ten years, f be position of ‘absolute 
occupancy' tenants is special and their rights cannot 
be acquired, but the rights of the other class can be 
obtained by the payment of a premium of years* 
rental. By the act of 1898 the rents of non-occn- 
panev tenants have been fixed at settlement and ex* 
horbitaiit rents are liable to be reduced, the right of 
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transfer being withdrawn as in the case of occu¬ 
pancy tenants. 

In the Punjab, half of the land is cultivated by 
peasant proprietors and some ten per cent, is held 
by tenants, who, on historical grounds, have been 
recognized as occupancy tenants with special rights 
and the remaining 40 per cent, is held by tenants- 
at-will. Occupancy tenants are protected by law 
from arbitrary ejectment ard enhancement of rent. 
The other tenants may be ejected or have their 
rents enhanced, but if they are ejected, they can 
claim compensation for improvements made by 
them. By the Alienation of Land Act of 1900, the 
Punjab Government sought to remedy the evil of 
the passing away of lands into the hands of money¬ 
ed classes from the possession of the old agricultural 
tribes by imposing restrictions on alienation. 

In the Jamindari areas of Madras, the rights of 
tenants have been secured by the Madras Estates 
Land Act of 1909 which repealed and reenacted the 
old Madras Rent Recovery Act of 1865. The main 
principle of the Act is that every cultivator admit¬ 
ted by the landholder to the cultivation of the estate 
lands has the status of an occupancy rayat who is 
protected against eviction so long as he continues 
to pay the prescribed rates of rent. Enhancement of 
rent is allowed only on certain clearly defined 
grounds and a non-occupancy tenant also may ac¬ 
quire occupancy rights under certain conditions, 

178. Bombay Tenures.— In the ray&twak 
tracts of Madras and in Bombay, the rayats are, as 
we have shown above, proprietors of their lands, 
subject to the regular payment of the laud tax. to 
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Government. There are other tenures itt the Bom¬ 
bay Presidency besides the rayatwari or survey 
tenure, but they are confined to small areas and to a 
small section of the population. There is the Inarn 
tenure, under which Government has alienated a 
part or whole of its claims to revenue. Grants of full 
or partial exemption of land revenue were made 
by former rulers as a reward for services done or to 
be done and to religions institutions. They have 
been continued on certain conditions and services 
have been commuted, in several cases, into money / 
payments. The Talukdars of Gujarat are the des¬ 
cendants of old ruling families, and pay Jama to 
the Government which is either permanently fixed 
or liable to enhancement. There are also the 
Vania, Mthivasi, JJarwndari and Bhag far. tenures in 
Gujarat, under which the landholder pay to Gov¬ 
ernment either a quit rent or the usual assessment. 

'The Khols of Ratnagiri and Kolaba districts, 
were bottler:, of villages and collectors oE revenue, 
on whom proprietory rights were conferred. The 
class of cultivators called liharekan i, wlo are the 
descendants of old settlers, are uot their tenants, 
however, and only pay the survey assessment, thus 
occupying h privileged position, iiut other tenants 
have to pay to the Khots certain additional amounts, 
and the land-lords are responsible for the collection 
and payment of the assessment into the Govern¬ 
ment treasury. In Ratnagiri this tenure is govern¬ 
ed by a special Khoti Act of 1880, which has not, 
however, been extended to Kolaba as it should have 
been. The question of protecting tho tenants of 
feasant proprietors or survey occupants in the 
Presideney, is under the consideration of Govern- 
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ment, as it is felt that the rights of these tenants 
also require safeguarding. 

§79. Redemption of Rent —The provisions 

of the tenancy laws are calculated to make the cul¬ 
tivators feel a sense of security and freedom and to 
encourage them to pursue their calling with greater 
interest. These measures are, therefore, economical¬ 
ly and socially most beneficial. The landlords com¬ 
plain that their rights have been invaded and that 
the laws press severely upon them. The ideal 
system of tenure is that which makes for eflicient 
farming and creates tt happy peasantry. The 
tenancy laws must be so framed and worked that 
friction between landlord and tenant will be mini¬ 
mised and not intensified. 

There is, likewise, an obligation upon the State 
to impose upon itself the same restrictions in its rela¬ 
tions with the rayats and landlords whom it taxes, 
as arc imposed up m landlords by the Tenancy 
Acts. It has, therefore, been suggested that the 
rayats should be allowed and assisted to redeem the 
obligation to pay an annual land tax, and to change the 
tenure to freehold property,—at least to lighten the 
burden of the hind tax so long as this not done. Si¬ 
milarly with regard to private landlords, it has been 
proposed that the State should encourage and 
facilitate the redemption of rent and other charge* 
paid by the rayats to the Jamindars and revenue free 
and tenure holders. This is the direction which 
agrarian reform should take if a prosperous and con¬ 
tended peasantry is to be created out of the present 
thriftless and poverty-stricken mass of cultivator*.* 


* Read R limit's “ Pmciian Land Regulation and iht Staged “ 
Tenancy Bill'' in hie Eteay • on Indian Economies. ' V 
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180. Summary,— The total wealth produced 
by the various agents o£ production by co-operation 
with one another, is the national dividend out 
which they take their shares as remuneration for 
their contribution. Profits are the exceptional gains 
obtained by organizers of industries out to 
peculiar temporary advantages, and usually they are 
nothing but wages of a kind of labour. Except in 
the case of certain crops and in certain cirumstances* 
the agricultural industry does not yield profits to 
speak of. Ordinary handicrafts and industries are in 
this respect not very different from agriculture. But 
many of the manufactures and trades, are a source of 
profit to the captains of industry and men of enter¬ 
prise. 

The rate uf interest is pretty high in the 
country, and the number of peopU a ho earn interest 
in this way is considerable. Bcfoie the outbreak of 
the War, there was a tendency for the rate of interest 
to go down ; but now it has shot up to a high level. 
Those who formerly invested in Government and 
other securities, were contended with ,‘J or 4 per 
cent; and now those who have money to lend can 
get as much us 6 per cent, and more. The profes¬ 
sional money lenders are not. satisfied even with this 
high rate, accustomed as thev arc to 15 and 20 per 
cent. 

There is tent, the remuneration of the lundiord, 
and it rises with the increase of population and the 
increase of prices. Economic rent is not, therefore, 
the result of the landlord's labour and the taxation 
end absorption of it in the interest of the community, 
is always recommended. Private property in l and 
is defended on the ground of social utility, and the 
systems of land tenure prevalent in a country, the 
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Share of land produce falling to the lot of the tenant 
and the rent which is extorted by the landlord, are 
questions of great importance from the point of 
view of large classes in society and of the com* 
munity taken as a whole. 

Peasant proprietorship, under which the culti¬ 
vator of the land is also its owner, is commended 
as most beneficial, economically and socially; and 
where landlordism prevails, efforts are made to 
emancipate the tenantry and to encourage peasant 
proprietorship. In India, the State acts on the 
theory that it is universal landlord and is therefore 
entitled to receive rent from the land of the country. 
Government must, therefore, either act upon the 
principle that the land revenue is merely a tax on 
agricultural profits or so lighten the burden of the 
revenue demand that cultivators should be en¬ 
couraged to improve their own economic condition 
by the larger margin left in their hands. 

In all Provinces where the State deals with the 
landlord, leaving him to receive rent from his 
tenants, it has taken legislative measures to protect 
the latter from exactions and ejectment. These 
measures were overdue, but now the interests of 
tenants have been properly safeguarded. “Occu¬ 
pancy tenants have been created and enhance¬ 
ments of rents arc controlled. The status and the 
rights of tenants as against landlords, have' been 
made definite and oven those who do not occupy a 
special, privileged position, have been given some 
protection. In Rayatwari tracts, rising price# of 
agricultural products, have led to enhancement of 
rents, but landlords elsewhere can such 

enhancements only under certain well-defined enn* 
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ditions. In the Central Provinces rents to be taken 
by Malguzars are fixed by Government at each 
settlement. 

Landlords do not, of course, approve of such 
restrictio: « hr posed upon their liberty to deal with 
their tenants. From the social point of view, the 
protection of the interests of tenants h absolutely 
necessary, but landlords would not be wrong if they 
claim to be as justly and liberally treated as the 
State wishes that their tenants should be treated. 
The relations between landlords and tenants become 
strained and the latter are no longer willing to be 
governed by custom. This is perhaps inevitable 
under the circumstances, and the State has always 
to support the weaker party. Cure should, however, 
be taken to see that the rights of landlords are not 
unnecessarily sacri6ced. Members of non-agricul¬ 
tural classes hire out their lands and there is com¬ 
petition among tenants who pay high rents. The 
State has been anxious that lands should not pass 
out of the hands of cultivators, and in the Punjab 
legislation has been resorted to for the purpose o£ 
restricting the cultivator's power of alienation. In 
Bombay a new non-alienablc tenure has been created, 
hut there is no tenancy law. 
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Workmen and Wages. 

REIERESCPR. 

Marshall : Economics of Industry ; Prices and lVaf« in India ; 
Indian Factory Commission's Report Report of tit Attain Labour 
fnfmry Committee ; S. H- Fremantle • Report on Inquiry into con¬ 
ditions of labour m tic L’m i_ 1 Froiini.es , Ktitini'C ■ Rural Economy 
tet Ik* Bombay Deccan , Pros m. tai Land h‘ei>/nue, and Genera! Admi¬ 
nistration Report*; K. L. Datt, - A eport on an l H fairy info tit 
Rise of Pncts ; Be. ennui, A'fieri o% tie Moral and Material Progress 
of India* 191 j . .Initial heyorts oj Intpe, tort of Fat torus ; V. t». 
Kale .• Indian Industrial arti St 0 n 3 n.it Problems. 

181. Remuneration of Labour. —As rent is 
the remuneration of the landlord and interest that 
of the capitalist, wages are the remuneration of the 
labourer. Wages are a price paid for the use of 
labour as rent and iuterest are prices paid for the 
use of land and capital. In the last Chapter we 
considered the dependence of the condition of the 
cultivator on the system of land tenure; in this we 
have to point out the mutual retutiou of the system 
of industrial organization and the condition of 
workmen. The cultivator or tenant, whether he 
owns his laud or not, is a sort of industrial manager, 
and his profit is conditioned mainly by the rent he 
has to pay to Government or another landlord. He 
works in the field he owns or takes on lease and 
obtains wages for his labour. From the economic and 
social points of view, the question of wages is, there¬ 
fore, extremely important. 

In practice, it is often difficult to distinguish 
the share appropriated to labour from that obtained 
by other factors of production. In agricultural and 
lion-agricultural industries where the workman com* 
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bines in hijnself the characters of organizer, labourer, 
landlord and also capitalist, the remuneration due to 
each one of these agents, it is not easy to point out. 
But such a workman must receive at least the wages 
of his labour ; otherwise, he will starve or give up 
his work. Under the modern system of industry, 
the autonomous workman who manages his own 
industry, has tended to disappear and a distinct 
class of labourers or wage earners lias arisen. The 
factory system, under which the employer engages 
and controls hundreds and thousands of workmen, 
has created a cleavage between the two, and the 
class conflict has become very bitter. Those who 
command capital, command and control labour; and 
it is felt by workmen that their share in the joint 
product, is deliberately and selfishly kept low by 
the employer. 

It is contended on the side of the employers 
that wages must be determined by the supply of and 
demand for labour and that they cannot be artifi¬ 
cially raised. Strikes and labour agitation for higher 
wages, are, therefore, futile and suicidal. On the 
other hand, the wage earners plead that employers 
take a disproportionately large share of the joint 
product and that they must be forced to give up 
their ill-gotten gains. Labourers, therefore, organise 
themselves, and by means of collective bargaining, 
which is substituted for individual bargains, so 
disadvantageous to workmen, extort higher re¬ 
muneration and better conditions of work from the 
employers. The State has passed laws for their 
protection, and systematic attempts are made to 
decide disputes between capital and labour by con¬ 
ciliation and arbitration. In the contract between 
capital and labour, the latter it certainly at a dit* 
so 
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advantage and hence the need of protecting and 
strengthening its position. 

182. Chief Features of the Problem:-. 

Tn ^r^yiftrring the prob lem jof wages and of the 
general condition of workmen, we fiave to ~Sx "our 
attention upon the (1) wage contracty f^T"T WTT gtgg 
of "wages obtained'fi}’ different classes of w orkme n, 
(2) the factors which govern these rates, (4) the 
conditions in which labourers have to work, (:) the 
safeguards tire Slate has provided f >r the fair treat - 
ment of workmen and measures taken for ensuring 
their safety and health, and ( 6 ) organizations of 
workmen started and conducted to protect and 
promote the interests of members. Unless all these 
questions are carefully studied, it is impossible to 
obtain a correct idea of the condition of workmen 
and the improvement necessary. 

When it is said that the labour or wages ques¬ 
tion in India is not as urgent or difficult as it is in 
other countries, it is not to be supposed that the 
Indian workman is well off and that little need be 
done to improve his condition. What the statement 
means or ought to mean is that the factory system 
has not yet established itself in this country to such 
an extent as to create a large class of wage-earners 
Crowded in cities and at the mercy of employers. 
The bulk of our labourers are autonomous workers, 
cultivators and handicraftsmen, and a very small 
proportion are mere receivers of a wage. Most of 
them live in villages and small towns, and their 
wages are regulated by custom. But this state Ol 
things is being steadily modified on account of a 
general rise of prices, extension of the means of 
communication, the increase in the number of 
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factories and a growing tendency towards migra¬ 
tion. Labour conditions vary from province to 
province and industry to industry to such an extent 
that it is difficult and dangerous to generalise in 
this matter. An attempt will here be made only to 
indicate roughly the position of labour in relation 
to the points noted above. 

183. Labour OJontract.— First, as regards 
(1) the labour contract, in rural parts of the 
country, a kind of serfdom still prevails, and it is a 
relic of old times. "If a poor man required Rs. ICO 
to enable him to get married or to clear himself 
from debt, he would mortgage his service for a 
period of about five years and receive his Rs. IDO iu 
advance ; while the mortgagee was bound to feed 
him duriug the period of service. Many of the 
Doshmukhs, Deshpandes, and rich landholders en¬ 
gaged labour in this way; and the practice continu¬ 
ed in some degree to quite recent times. In the 
days when land was available for all, however, it 
would have been only the very poorest who would 
mortgage their labour in this way, or even engage 
themselves as yearly tenants."* This old system is 
however, rapidly disappearing and the development 
of society from status to contract, is very rapid. 
Village economy has been disorganized nud the 
customary relations of different classes and castes 
towards one another, are changing. The practice of 
unpaid customary labour is dying out, and the urban 
uttd modern system is taking its place. The Gov¬ 
ernment of Bombay, for example, state in their Re¬ 
solution on the Land Revenue Administration Re¬ 
port for 1908-09, that “in the Surat District, the 


Keatiage ; Bond Economy in the Bombay D*e*an, page 67 . 
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Anavala Brahmin is losing the services of his halts 
or hereditary serfs, and everywhere customary 
tasks at customary wages are giving way to full 
contracts." 

An attitude of independence ou the part of 
labour is everywhere visible and particularly in 
cities and in centres of commerce and industry. 
Labourers have become conscious of their import¬ 
ance and of their place in industrial economy, and 
the growing demand for their services has largely 
contributed to this result. Domestic servants and 
unskilled labourers show this tendency as much as 
factory workers and artisans. A sort of wage ear* 
ner's contract is becoming common and the workers 
insist upon it3 terras being strictly observed by the 
employers. Factory Acts have laid down certain 
conditions of work and imposed obligations on the 
employers, and workmen have realised that they 
have rights on which they can stand. 

184. Indenture System. —The system of in¬ 
dentured labour under which cop hes emigrated to 
t he X o l n n u a iiiOarge ^ 

condemn ed a s degrading and demoralising and i s o n 
AboUtipn; "TSae5ES£T enu^jgn 
tp- Wa ta l w as ,stopped ini 911, the Emigration Act of 
1908 having been suitably^ amendwTiir^^O^T 
the purpOSbafthe instance of the late Mr.Gokhale, 
who, two years later, moved another resolution re¬ 
commending that Government should “take the 
necessary steps to prohibit the recruitment of Indian 
labourers under contract of indenture, whether for 
employment at home or in any British Colony"f 
Objection having been taken to his comparison be¬ 
tween the system of indenture mid slavery, Mr* Go- ' 
t Salfa. GoUbk’t Spmchtt, f*g*i 604-644. 
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khale replied :— u It is true that the system is act 
actual slavery, bat it is also troe that it is not far 
from it. The contract is not a free contract. You 
have here the right of private arrest, just as they 
had in the case of slavery. Moreover, the labourer is 
bound to his employer for five years and he cannot 
withdraw from the contract during that period. And 
there are those harsh punishments for trivial faults. 
Therefore, though the system cannot be called 
actual slavery, it is really not far removed from it." 
A strong case was made out against indentured emi¬ 
gration to Colonies like Trinidad, British Guiana, 
Jamaica aiul Fiji, and as a temporary war measure 
it was stopped, early in 191 7. The interests of the 
employers iu the Colouies have all along stood in 
the way, aud all arguments in favour of the system 
have been proved to be unsubstantial in a despatch 
sent by Lord Hardinge's Government on that subject 
to the,Secretary of State. 

For several years an indentured labour system 
prevailed in Assam where the tea planters imported 
coolies for their gardens from the neighbouring 
provinces. For more than sixty years, 'questions 
relating to the supply of labour for the tea industry 
in Assam, the condition of the labourers on the 
estates and the enactment and working of special 
labour laws, have attracted much attention and 
have formed the subject of several detailed investiga¬ 
tions by specially appointed committees.' The law 
in this matter was amended and consolidated by the 
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Assam Labour and Emigration Act of 1901. This 
Act too was amended in 1<>08 and u steadily increas¬ 
ing proportion of the immigrant labour was engag¬ 
ed under ordinary contract, Government having 
gradually withdrawn successive districts in Assam 
from the operations of the Act of l‘>01 which autho¬ 
rised an indenture system. 

The Assiro system bad two salient features: a 
penal contract with the labourer enforceable through 
the criminal courts and provisions for the protection 
of the labourer. ( oolies were recruited through (1) 
contractors and (2) garden S jrdurs, persons em¬ 
ployed bv the planters, indentured labour has now 
ceased altogether and recruitment by contractors, 
which led to many abuses, has been abolished. 
Labour in Assam is now free, though recruitment ns 
regulated by law and is now controlled by a special 
Board consisting of representatives of the planters 
and an officer of Government. 

185. Rise in wages.—During tire last few 
years, (2) Wages of all kinds of labour have risen. 
The statistics available on this point, are not very 
acurate and cannot, therefore, be relied on. We 
have also to take note of various circumstances 
which accompany the money wage in order to find 
out ‘real' wages. From every 1‘iovmee comes the 
report that there is n general rise in wages, In 
Madras, for instance," the wages of unskilled labour 
have everywhere shown a marked tendency to rise* 
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... Domestic wages have certainly risen, and Govern¬ 
ment servants on low pay have for several vears 
past, been granted grain compensation allowances. 
... The monthly lutes of wages for farm servants# 
however, followed the general rise. Wages of arti* 
sons also rose.’’ In Burma, “ during the ten years 
( 1*101-10} the translation from a r.atuial to a money 
economy has made further progress. Most agricul¬ 
tural labour however, is still paid in kind, arid the 
field labourer’s wages as measured in money have 
therefoie risen in Lower Burma. In Upper Burma 
also agricultural wages tend to rise, owing to the 
increased annual exodus of field labourers to Lower 
Burma,” In the Punjab, “ cash wages are steadily 
displacing old customary wages in kind, the process 
being in many parts already complete. At the same 
time wages of unskilled labourers and of skilled 
artisans have doubled in the past twenty years, the 
greater portion of the advance having taken place 
in the lust ten years, and in particular since 1905. 
This increase represents an increase in real wages 
though not of' the same extent as in the rupee equi¬ 
valent, and marks the operation of the law of sup¬ 
ply and demand emancipated from the dead hand of 
custom."* These instances are typical o£ what is 
happening all over the country. 

Mr. K, L. Datta has compiled the following 
table showing nominal and real wages:— 

* pKTt>ni»l M, r*l »ad Materiel Progress Report, jVi3, 




6ti , gii iu SOI I til £9J j 6£i Ml fOl 












































Rise nr Wages. 


401 


If different industries are taken, it will be found 
that the rise in wages has not been uniform. It is 
curious to notice that 'the cooTes in tea gardens 
appear to be in the worst pi Itiou, as their real 
wages have fallen 5 per cent, b.-d >w t Mse in the 
basic period/though it is primed out that these 
labourers get rice at a Lvc.i rate, genval’y lower 
than the market rata. fh<‘ r ring tr stive 'r.vness of 
the wage on the tea garde is stru k thr committee 
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power of the waa- 1, in hi •*< , fc?v !, I. Me field 
labourer is pa? 1 in hi” I, t >1 / > h! grains become 
dearer, he obviously benefit ; bm f he 1ms to p<* r cliase 
food with his money wager, th" lucre *<'<> in wages 
must be greater than the r ip juices. The f ictory 
labourer may have to pay m me \< r iont,f mdand cloth¬ 
ing and he may be none t h<* lilt i for enhanced wages. 
1 In Bengal,’ we are told ‘ the labouring clisses were 
not much affected by high level of pi ices. The 
great majority arc field labourers, who are mostly 
paid in kind. Their wages remain the same, but the 
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value of grain has risen. When they are paid in 
cash, their wages have increased, notably in Bengal, 
where the supply of labour is frequently short of the 
demand.' Many factors have to be taken into 
calculation, therefore, in estimating the effect of 
higher money wages upon the condition of the 
labourer. 

186. eausas of the Rise(3) The law of 
demand and supply is, of course, a great regulator of 
prices and among them of the prices of labour. 

> Workmen of a particular class m tv be in greater 
demandjtt a time and naturally theii wages must go 
up’. That is certainly one of the causes of the recent rise 
in wages in India, and it is intensified by the imruobi* 
lity of labour and, therefore, bv a lack of competition. 
The available supply has also diminished owing to 
deaths due to plague, which alone ha* ca.rried.off nearly 
a crore of people since its advent into this country. 
High mortality among labourers has thinned their 
ranks and it seems to be an important factor in the 
situation. A general rise in prices is another cause of 
the increase in the scale of wages. Economists have 
discussed various theories concerning wages, such 
as the cost-of-production theory, the wages-fund 
theory,the standard-of-hfe theory and the productivity 
theory of wages. None of these theories is satisfactory 
by itself, though each one of them contains some 
truth, and they are complementary to one another. 
Wages will rise if the wealth produced by a com* 
munity increases owing to greater efficiency or 
the application of more capital. Similarly workmen 
come to have a certain standard of life which steadily 
improves. 

Higher prices and increasing wants regulate 
the remuneration workmen must receive. General- 
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ly wages lag behind prices and gradually 
overtake them. Take, for instance, the case of an 
unskilled labourer in si city like Poona. The normal 
daily wage of such a labourer twenty years ago was 
four annas. But at that time, Bairi used to sell at 
16 seers and rice 10 seers a mpee ; house rent was 
low, vegetable oil sold at 4 seers per rupee and, on 
the whole, necessaries of life were cheap. Now he 
seldom gets 10 seers of Bajri, 6 seers of rice and 
2i seers of oil per rupee, and it i? no wonder if he 
demands, 7 annas a day as his wage. 

187. Factory Life :—As to (4) conditions 
of work they depend upon the kind of industry in 
which the labourer is engaged. Work in the held is, 
of course, the best from the paint of view of the 
labourers health, and though village sanitation in 
India is far from satisfactory, life in the optjm air 
and in cottages or small houses is preferable to re¬ 
sidence in over-crowded teueinepts in cities. There 
is doubtless much sweating in some of the home 
industries, but on the whole, there is greater freedom 
enjoyed by operatives engaged in indigenous in¬ 
dustries of the old type. 

It is machinery, working in stuffy rooms 
in the midst of noise and constant bustle, and 
the continuous strain which labour in factories 
and workshops imposes that tell upon the health 
of the operatives. I’ lie autonomous worker is 
his own master and he and the members of his 
family, who may have to work long hours, have still 
the consciousness of independence and enjoy an 
amount of liberty which is denied to the operatives 
working for a master. The latter have to toil at 
their wearisome task and their lot is often hard. 
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The jobber supplies labour in several Indian 
mills and acts as a middleman. Wages are not paid 
weekly as in England and operatives have to borrow 
to satisfy their daily requirements. Wages are 
usually kept in a'r_ar an I are paid weeks after they 
aredun Cui.dren <.re t.iadi to work in factories 
when tiny should lire a life of freedom in the open 
air, and this h\,d t > tl physical deterioration of 
the young gerei.h'r. i cl w. rkingnien. There is no 
1 home ’ for w lu ■: iln.ii wives have also to 

work in fm to;itThe In ilth of children must 
suffer under the. o condi'ion--. The position of 
artisans, 1 but - c.u pmrtci ai.J the mason, is far 
better: they en,oy g; cat liumty and their work is 
not so taxing. 

188. Factory fiefs It was, therefore, (5) to 
the fatten- t iu-. ’hat intention was early direc¬ 
ted, and evpeneime ot v c t i n countries led the State 
to legislate for t, _ir preteo. on. As textile and other 
factories on m > it: a dues aro. e in the country, con¬ 
ditions of work in I cm L. U to be controlled in the 
intercut of t.w . pc i.iti .mm 1 no latent piece of factory 
legisl ition L tin Indian la stories Act of 1911 which 
repealed the e tiher Act of 1 lol, amended by the 
Act of 1 b91. Eh s 1 j-t Act provided lor the fencing 
of m .chinory, uni for too promulgation of mles as 
to water supply, ventilation The hours of em¬ 
ployment for woniwii and children were prescribed 
and the appointment of inspectors of factories was 
provided for. 

The increasing use of electricity in the Bombay 
mills made it possible for the operatives to work for 
14 or 15 hours a Jay, and the industrial boom o£ 
1904.05 made such excessive hours of work notori- 



Factory Acts. 


40S 

ous. On hearing complaints of such abuses, Govern* 
ment ordered an inquiry to be made into the question 
by a committee in 1906 and by a commission which 
reported two years later. The majority of the 
commission deprecated any limitation of the working 
hours of male adults. But they recommended the 
creation of a class of " young persons ” between 14 
and 17 years of age who were not to work for more 
than 12 hours a day, thus indirectly limiting the 
hours of work for adults to 12. i'he Act of 1911 
shortened the hours of children’s and women’s work/ 
and as the evil of excessive hours of work was found 
prevalent in textile factories, it restricted the hours 
of the employment of adult males to 12 hours a day. 

This provision about the limitation of the hours 
of work was regarded as extraordinary, and as an 
unnecessary encroachment upon individual liberty. 
Some mill-owners indeed welcomed the restriction 
as calculated to prove beneficial to the operatives 
and to enhance their efficiency. But others strenu¬ 
ously opposed the inney-qjnn as injurious to the 
interests of workmen as well as those of employers. 
It was said that the evil complained of was not wide¬ 
spread; that the operative did not want the limitation 
of hours : that they worked willingly (or a longer 
timeas they obtained higher wages for the additional 
work ; that the work did not put an excessive tax 
on the health or the energy of the workers ; and that 
the agitation in the press for restriction was mis¬ 
leading and not entirely unselfish. 

In the course of his remarks on the Factories 
Bill in the Viceregal Council* the Hon’blc Mr. Dada- 
bhoy presented the following portrait of the Indian 


* 3rd, januwy, iVU. 
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factory worker :—“ The Indian., operative is not 
capable of concentrated or continuous labour or oE 
prolonged and sustained effort. He is by nature not 
disposed to take his work seriously; he has an 
incurable habit of spreading the work he has to per¬ 
forin over a 'ong period of time; he invariably works 
in an easy, careless, perfunctory manner ; he must 
needs loiter in the midst of work, and he, as though 
intuitively, makes up for prolonged hours of work by 
being slack during no inconsiderable portion of his 
routine work. His work is done neither with 
strenuousness nor alacrity and compares most 
unfavourably with the standard enforced in European 
countries.’’ 

The Indian factory labourer has produced the 
same impression upon visitors from foreign countries. 
But his laziness and lack of concentration did not 
justify excessive hours ol work at noisy, nerve-rack¬ 
ing machines in the tnidu of surroundings that were 
bound to tell upon his health. And the accounts 
which were published, of the conditions in which 
the mill hands lived and worked and earned their 
wages, could not but excite the sympathy of the 
public; and in the long run, it was felt, the employers 
themselves were bound to suffer owing to a loss of 
efficiency in their workpeople. Factory owners 
are not, however, inclined to look ahead or feel for 
their labourers as they feel for their profits; and 
though there are honourable exceptions this is the 
usual conflict of interest between capital and labour. 

189. Labour Organizations.—Labourers in 
India are almost (6) absolutely unorganized, ignorant 
and unenterprising. u For the present the condition 
of the Indian working man is wonderfully like that 
of the English working woman. He does not under* 
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stand his own position well enough to enable him 
to act effectively. Only the faintest glimmer of 
Trade Unionism is streaking his horizon with light."t 
The Indian factory worker does not usually settle 
in or near the industrial centre; he has his ancestral 
home and patch of land, perhaps the property of a 
joint family, to which be returns during certain 
seasons of the year, lie supplements the family 
income by his wages as a factory operative. 

A proletariat is being steadily tunned in this 
country ; but it does not yet consist, as in the West, 
of landless men who ha made crowded cities their 
homes and who have lit.le to draw them away to the 
village, t his is, from one point of view, a satisfac¬ 
tory feature of the workman’s life ; but from the 
point of view of the work in the factory, it leads to 
disorganization, and waste. “ IV employer of 
labour in this country,” it is said, therefore, ‘‘is 
wholly at the mercy of his operatives.” 

We hear, no.v and again, of small strikes among 
factory hands but the use of this weapon is neither 
systematic nor sustained. It is only a mild way of venti¬ 
lating grievances and there are no labour organiza¬ 
tions behind the workmen. Neither employers nor 
workmen,as corporate bodies, have made satisfactory 
arrangements for the performance of functionswhifrch 
trade unions in the West have taken upon themselves. 
“ The Jobber is still the mailer cf the situation and 
finds it to his interest that there should be frequent 
changes among the hands.”* “One finds this in- 


f J, Rom*»y Maaiottald : The Awakening of Indio. 

* Collector ot Bombay reviewing Report o£ the Chief 1 tit pec tor of 
Factorie* in r9ia. 
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dustrial class swarming in overcrowded coolie lines* 
sometimes regimented by an over-seer to whom the 
workers owe their job and who in consequence 
demands commissions from them, sometimes living 
in ordinary working class parts of the town under 
exceptionally hard conditions.”* 

A few conscientious employers are trying 
to provide good houses and other amenities of 
life to their workmen and education to their child¬ 
ren ; and the arrangements made in this connection 
are satisfactory. The example must, however, 
spread and employers must realise that action in 
this direction is as much in their own interest as in 
that of the working men. No one would like to 
have here the labour troubles that have now become a 
common chronic feature of indus' rial life in the West. 
But the remedy for this does not lie in keeping work¬ 
men ignorant and unorganized; it lies rather intirae- 
ly measures taken to avoid the mistakes and prevent 
the evils of the West. The time is not yet when the 
Indian workmen may appreciate the remark of a 
leader of Western labour that “ one with an ex¬ 
perience of the West must look upon this commer¬ 
cial philan throp y with grave misgiving, whatever 
immediate benefit it may be to the workers.” f 

In the face of the illiteracy, that.prevaiia.in. 4he 
country and of the apathy on the part of workmen 
as as„ employers* lie solution of .liielpro blem is " 

verj jdifg&ult. The operatives are at the mercy of 
Jobbers and money lenders to whom they are driven 
by extravagance and vice. “It should always he re¬ 
membered that the Indian labourer must be led and 

* n»rau>y Macdonald 

t jm. 
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not driven. lie is not as is the inhabitant of ■west¬ 
ern lands consumed by the desire to rise in i><s 
world. The caste and joint family system hold Urn 
back and he is content with the same simple far 3 
tti'd surroundings as his father had before him. If 


disa'tisfied with conditions of work in the town, lie 
will make no complaint- but go back to in’s village 


life. 


ft * 


1-d.VvTg aiii^liaa.of social and economic Ho 
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illiteracy are the two principal obst 


•bstaclcs in lb 


nd 

: ‘7 


of the ri'rotnotfort of the well-being 'dT'’TfiH'w”ofTTTH"V 
classes. The *rroHcm must re tuckTdd'frTjm”HIo two 


ends, the enmloyc-r and the workpc'p’e. The 
enployt t , in f.. .ir own interest, have 1 3 organize 
the supply of htbo :r and promote its efficiency. The 
labour population in towns is a floating p munition 
aad employers are not sure if their money wool,! re 
usefully spoilt on its improvement. But it is point¬ 
ed out that if life in the c-.ntres of industry is made 


mere attractive than it now is, the work non may 
be induced to live there, more or less permanently, 
in spite <>f their att ichment to the village homo and 
lands. The prop or housing c£ factory hands, the 
education of their children and a general improve¬ 
ment in the conditions of work in factories, arc 
directions in which reform is required. There has 
already been much talk about these questions, but 
there aro only a few isolated instances of employers 
who have taken them up seriously. On the wljole, 
there is apathy and lack of concerted action in these 
matters. 


In other countries there are splendid organiza¬ 
tions of workmen, and they have now won for them* 


* Fren’sn'le; Report ou the Condition of Labour in the United 
Province!. 
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selves an important place in public life. Their 
action is both beneficent and militant. The trade 
unions help their members in a variety of ways and 
try generally to improve the position of the work¬ 
ing classes. On the militant 'side also they have 
won success, particularly in lessening hours of work 
and increasing wages, and the State itself has come 
to the assistance of the labourers by making ar¬ 
rangements for old age pensions, insurance against 
sickness and disablement. There is unfortunately a 
tendency among workmen to go to extremes in the 
matter of strikes and here they have lost public sym¬ 
pathy which is their great asset. 

* Unskilled labourers and women are, as a rule, 
at a disadvantage and hu\e to be content with low 
wages and unsatisfactory conditions of work. In 
India, labourers are scattered, except in large indus¬ 
trial centres, and concerted action is impossible in 
their case. The old caste organizations are unsuited 
to factory life as in factories the r c is a pr^tusCttOJis 
mixing up of people of different castes. The livc3 
of operatives have to be adapted to their environ¬ 
ments so that they may try to improve them. 
Even where workmen are in numbers, they 
are helpless, without leaders and without organiza¬ 
tion. Spread of education among them will alone 
enable them to understand their rights and to make 
efforts to improve their condition. 

190. Summary. —The labour problem in west¬ 
ern countries is mainly concerned with trade unions, 
strikes, agitation for a minimum wage, sy«dicali^ni, 
and class conflict. In this country, custom still rules 
in the relations subsisting between capital and labour, 
which are not sharply marked off. The factory system 
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is in its infancy, and the use of machinery is the ex¬ 
ception and domestic industry the rule. \ working 
jcktssjs Ljjjjgiwaiog tabe.f<?roicd in large centres'.o£ in¬ 
dustry and a labour problem in the western sense is 
just arising. So long as wages are governed by cus¬ 
tom and conditions of work in the field and elsewhere 
are dictated by tradition, labourers are contented 
with their lot. But the old village economy has 
now been disturbed, and uuestions relating to labour 
are demanding attention. 

One of the most ..tubing economic phenomena 
of recent ti:u-. s is the general iise that has taken 
place in the wages of labour. Demand for labour, 
skilled and unskilled, ins inci eased and workmen are 
slowly becoming conscious of their importance and 
worth. Agricultural labour is still paid in kind 
partially, it not wholly, but money payments are 
fast being substitute 1 ia the place of payments of 
grain. Scarcity of labour is duo, to some extent, to 
the havoc made by plague and other diseases among 
the ranks of workmen, but the demand may be easily 
met if people will leave their ancestral lands and go 
out where higher wages are to be obtained. Such 
emigration is slowly becoming a common feature of 
the life of labourers in certain parts of the country. 

The relations of employers and workmen are 
being more and more regulated by contract, and 
the latter know how to drive a hard bargain. But 
in agriculture and other industries, a species of serf¬ 
dom, a relic of the past limes, still prevails in cer¬ 
tain rural parts of the country and the needy 
labourers have little freedom in making a favourable 
contract with the employer. The system of inden¬ 
tured labour under which thousands of Indian 



412 Indian Economics. 

labourers emigrated to British and other Colonies* 
hasnow practically come to an end, the popular agi¬ 
tation carried on against that demoralizing and de¬ 
grading system, having produced a strong impres¬ 
sion upon the Government. For generations, 
labourers in Assam were recruited by the tea plan¬ 
ters oh. the same system. Several laws have been 
made for regulating that system and inquiries insti¬ 
tuted ; and now indentured labour has disappeared 
on the tea plantations. Recruiting by means of 
licensed contractors also has been abolished and a 
special board has recently been appointed to super¬ 
vise recruiting which is allowed. 

The rise of wages has been general and is partly 
due to enhanced prices of food grains and other 
necessaries of life. It is believed that on account of 
a growing demand for labour and high prices, the 
‘real’ wages also have increased in most industries, 
and the position of the working classes has material¬ 
ly improved. In the absence of education and or¬ 
ganization, labourers cannot stand out for better 
conditions of work, and even in certain indigenous 
industries, much sweating prevails. But it is parti¬ 
cularly in factories of the modern type where compli¬ 
cated machinery is used and hundreds of labourers 
have to work together at their machines in crowded 
rooms, that the evil is great. Factory laws have, 
therefore, been passed in India as in all other coun¬ 
tries for protecting the labourers and ensuring their 
safety and health. Special regulation was necessary 
in the case of women and children. 

With the rise of mills and factories in this 
country, the State had to enact such laws. The use. 
of electricity in mills, led the employers to make the 
labourers work for 14 and more hours a day. Tbs 
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operatives made more money by working longer bet 
it was found that the strain was detrimental to their 
health. The Factory Act of 1911 prohibited the 
employment of workmen for more than twelve hours 
a day in textile factories, where the evil was particu¬ 
larly serious. The other provisions of the Act in¬ 
troduced greater safeguards than the earlier Act of 
3till fer the health and safety of operatives, special 
restrictions being imposed on the employment of 
women and chicken. 

Waraing class legislation has done much for the 
benefit o, factory hands and other labourers in 
western c nmtnes, but the organizations of the la¬ 
bourers th.inscI-.~5 arc d*. mg even more. The factory 
system in India lias not a ct cstab.ished itself on as 
wide a basis as in the West. The workmen here are 
ignorant, scattered, unorganized. They must learn 
the lessen of self-help and efforts must be made to 
teach them that lesson. It will be years before we 
have, in this country, poweiful labour organizations 
cu the western model. 



Chapter XVI 


Taxation. 

li EFEJt EXC ES. 

Baitable : Public Ftuun.e , Seligmin Essays n: Taxation ; 
Nicholson Prmc p’t ' of Poahra' f-c cacti ;, Vo! Ill, Strachey : 
India, tts Almst.istraUon an! Ps a(r. > .>vd Ftnanee and Pukhe 
Works tn India, Leonard Ais'oo : Pt rctpns of Iriiat. Taxation ; 
John Ucct-or ■ /n !' t a r,\t il .'.i 11> ntiatiei /in pt r ,.;/ Gazetteer ojp 
India, Vot. Ill : r C I>j*i h iu * te, Enin . i.tnh Rnle snd 
India in tax Pit ir 'ft g? f»r/ i i , f ',sc f‘ lun.n Finaetml 
Statements , V. O K.h 6 *««,<» Jit « n;, ‘{'forms, an! Ind.an 
Admimstiatton , E Hiiun'Voung Ike i>,\t i of ,Vatican! Vuia’-.t ; 
Report of the 1 ! t!'n tomt.ss.~H on I i.sr> fiom, >,urt Report of 
the Decentralisation Conns 1 n 

191. What is a Tax ? :— It now remains to 
consider the claims of Ui<, la at sourer in the national 
dividend, viz. the State. I he part taken by the State 
itf wealth-creation is indirect and, in cerain excep¬ 
tional cases, also direct. The State is not a parasite 
which receives an income thit it docs not earn. It 
represents the community whose members contribute 
to its expenses and the State may also receive rents 
and profits. The methods of raising revenue have 
varied from time to time and country to country; and 
popular control over it and over the expenditure of 
national revenue, depends upon political liberty and 
constitutional rights enjoyed by the people. 

The right of the ruler to take a share of the income 
of the subject and to levy imposts of various kinds on 
different forms of wealth produced, has always been 
recognized in India. A good ruler was expected to 
levy moderate taxes so that they might not press, 
heavily upon the people ; but their range was usu¬ 
ally very wide. The ancient law-givers lay down 
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what shares the king may take and the duty the 
people owe to him to pay the taxes. In pre-British 
times, cesses and fees as well as direct aud indirect 
taxes were well-known ; and they were all levied on 
a well-defined and regulated system. The science of 
finance is a recent growth anl the principles of 
taxation have been steadily evolved. Principles of 
equity, faculty or ability and equality of sacrifice, 
have been developed ; an 1 the states a an is expected 
to weigh carefully the soi lal, econo a;: nu 1 political 
effects of the taxes he imposes. 

Some of the so-called tax's are merely fees or 
prices paid for specific scrvic. s rendered by the State 
or other public powers. In ic ib'ty there is no idea 
of a quid pro quo, or of a direct exchange of services 
involved in taxation, and their membership of 
society imposes upon j cop'.*' the duty of contribu¬ 
ting towards the txpe'ses of the State. ^ A 
tax has been defined us “a compulsory ^ con 
trrKutTbh of the wealth of a person or body of 
pefloiis for 'Sorviccs < ehderc t by the p abltc powers. 1 . 
A it "•attempt la, of course, mile to make the in¬ 
dividual’s contri'iut'on proportion.il to his ability to 
pay, measured by his income, and to make the sacri¬ 
fice equal. Taxation is also used as an indirect means 
to promote certain ends which apparently lie out of 
the province of the taxing authority. The State 
determines how much it will require for its annual 
expenditure, and distributes the amount among vari¬ 
ous forms of taxation. 

192. The Land Tax in India:—The revenue 

of the Government is made up o£ different elements; 
(1) income from its own property, lands, forests, 


* Bwtabk : Public Finance. 
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Railways (2) income from its commercial undertakings 
like railways in the first category above, the Post 
Office, monopolies of sale, canals, &c. and (3) taxation 
proper, viz. contribution levied upon the people (i) 
directly, like the income tax and (ii) indirectly, like 
taxes upon commodities e. g. customs and oxcise 
duties. In India, there arc two taxing authorities, the 
Government of India and the local bodies. The 
revenues cf the latter are extremely small and the 
bulk of tha taxation is imposed by the former, the' 
Provincial Governments being denied the power of 
independent taxation. , 

One striking feature of the Indian tax system 
is tha co mpa rativ ely large proportion the land tax 
"hears to the total State revenue. In the last Chapter* 
we have deak ajt some leagtlTwith tin's ~su5jact*and 
shown th^t the .Indian 'TS'nd”revenue" 13 a fax on 
agricultural incomes, tint land in India is not, as is 
ipltejn times supposed,'the property of the P v a'te" and, 
[t herefore, income derived from it cannot be reg arded 
SCtsjreiit l&ken from tenants. India is said to bo one 
bf the most lightly taxed countries in the world, and 
this statement is mainly based on the assumption 
that land revenue is a rent. Sir John Strachey* for 
instance, says:—“The State in India has, at all times, 
reserved to itself resources which, in other countries 
belong to individuals and which render heavy taxa¬ 
tion unnecessary. There is certainly no country in 
the world, possessing a civilized Government in 
which the public burdens are so light." And 
further :—“ In Enlaud taxation supplies five-sixths 
and in India not much more than ona.fourth of the 
public income." 


* Eodik Ml Admmi«ravirm and PmomMa. 
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Landlords and cultivators must certainly con¬ 
tribute, according to their ability, to the revenues of 
the State ; but not to count the revenue they pay as 
a tax is hardly correct or fair. Enhancement of the 
land tax has been made from time to time, and on 
the theory of State landlordism, it does not require 
legislative sanction.* The land tax is a property tax, 
if it is not rent, as it is not, and is calculated to act 
as a tax upon agricultural incomes. As such, it must 
be regulated by the principles which apply to income 
and other taxes. If the land tax is avowedly a share 
of the net produce of the land, that is, of income, 
there is no reason why exemption should not be 
allowed to a minimum as in the case of the income 
tax. If a salaried man or a shop-keeper with an 
income of say Rs. 600 a year, earns exemption from 
the payment of the income tax, the small cultivator 
may claim similar concession in the matter of the 
land tax. 


193. Barden of Taxation.— Looking to the 
needs ol reform involving additional expenditure, 
one will easily realize that the people cannot grudge 
their Government larger contributions in the form of 
taxes. But two conditions must here be satisfied : 


(1) that the existing scale be 

so scjrptlhisedasjto result. 

and (2) that expenditure and taxation should be 
subject to the rigid control of “ffiF"fBpfWRWaU*e* 
of the mx-payere. ~ Neither" coSamtm'tHBT^ 
Inrifertoafiayj ahd the statement that the people are 
most lightly taxed, is unwarranted. There is —no 
a bsolute . standa rd by which to judge oft he li ghtness 
of JthftJburden of taxation, and the relatlon~"5etween 
it and the per capita income of the population, must 
be taken into consideration in judging in this 

E That the administration in India is more 
ban it need be, that th§_ 
rest on the face of the 


*Sc* Decentralization Commission’* Report and Government of 
s'* despatah on the subject. The popular demand now is that the 
<»*i Uite other taxes, should he subject to the control ot On*'' 




<18. 


India* economics. 


people have little yoj ^ iiU^vyja^..attdj mMd i n g. t h e , 
tAxcs, arelacts acknowledged by all. 

\Te~gTve below ’a statement of the revenue and 
expenditure charged to revenue, of the Government 
of India, in India and in England :— 


Re venue 


1 1015-16 

1917-18 
( budget) 

Pnm ijui liaadd •— 

Lun i Revenue 

1 i 

1 ^2,031.161 

i 

£. 

22,261,600 

Opium ••• •••' 1,913,514 

1 

3,389,300 

Salt 

! 3 047,587 

j 

3,972,900 

Stjicra 

* 

5,432,632 

5'965,400 

Es-ci-s ... 

8.032,209 i 

! 

9,291,700 

OlJatnmS ... 

1 c> ; 8'3,886 

9,894,800 

Of! r IIe«ds. 

! 

■>,334 3Stf j 

1 8,554,900 

T./ 1 ! Principle ELada . I 

:>2 8C6,3 

62 830,600 

1 

I*!* ’"t/it *»* *■ | 

1,0U6,417 

2,095,700 

p.i la and Telegraph? 

3 787,478 

4,343,700 

Jssliut **• 

101,918 

139,100 

R»< >ip!s by Civil Depts. 

1,579,904 

1,706,800 

Miscellaneous 

679,458 

743,000 

II-uhvaye : Nat Receipts. 

17,977,103 

20,253,006 

litigation... 

4,779,079 

5,125,300 

j 

UlL„r Public Works ... 

304,035 

285,200 

M^itary Receipts 

1,241,740 

1,327,100 

Total Revenue ... 

84,413,637 

98.850,900 










RtfBDBN OF TAXATTOir. 


419 


I II ! M l I M— II IIII I IWM, ! * . ■ i. wmmm 

Expenditure. 


I 

\ 

1915-18 | 

1917-18 
( budget) 

Direct Demands on Re¬ 
venue 

X. 

9,467,370 

£. 

1'',026,100 

Interest ... ...! 

i 

1,190 364 j 

6,832,800 

Posts end Telegraphs 

3.149,680 j 

3,661,200 

Mint ... .. 1 

89,373 j 

115,800 

1 

Salaries and Expense.* oij 
Civil Departments , 

1 

1' fcf.8,215 j 

20,9. f .400 

Miscellaneous Civil 
Charges... . i 

■>,12'* f7"> ' 

5,677 ijO 

Famine Relief tud In¬ 
surance ... .. 

i 1/60,000 , 

1,600,500 

Railways: Inter*at an! 

i 

1 

• 

Miscellaneous Charges 

13,901,M 5 

, 14 (47,400 

Irrigation ... 

| 3,721.096 

| 3.834,luO 

Other Pnblio Works 

1 5.451,727 

b, 536,500 

Military Service# 

f 23,503,093 

27,277,100 

Total Expenditure, Im¬ 
perial and Provincial. j 

85,471,258 

98,819,300 

Add —Provincial 

335,711 

230,400 

Surpluses. 

Deduet —Provincial 
Deficit® ... 

i I 

; j 

! 204.771 

818,mo 

Total Expenditure 
Charged to Revenue.. 

i ! 

85,602,198 

98,723,100 

Surplus 

129,800 

Tot&l»»» 

85,602,198 

98,850,900 
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If the incidence of taxation in India is com* 
pared with that of the United Kingdom, after 
deducting all the non-tax revenue, except revenue 
from land, and after making every other allowance, 
it can be shown that people in this country are not 
lightly taxed. Such comparisons must, of course, 
be made with great caution as various complex factors 
have to be .taken into account in making the cal¬ 
culations. I n the United Kingdoms population of 
45 millionsj earning say £ 2,250,000,000 a year, 
contributed, before the War, in taxes £ 170 million, 
which means 7, per cent, of the per capita income . 
I p British Indian a population of 250 millions, earn* 
ing £ 600,066,600 a year (on the basis of a per 
capita income of Rs. ^yyyear ), pays in taxes, say 
£ 45 millions and the per capita contribution is 
certainly not less than the above percentage. Two 
countries so differently circumstanced cannot be 
usefully compared ; but the above result is obtained 
if a comparison may be made at all. 




Sufficient funds must fie raised by taxation or 
otherwise to enable the State to perform its duties 
to the people. India is a poor country with agri. 
culture as its predominant industry. The number 
of rich people or people who stand much within the 
margin of subsistence, is very small; and, there¬ 
fore, a direct tax like the income tax or a succession 
duty is not likely to be productive. This is the 
reason why the land tax occupies such an important 
place in the tax system of this country. It has also 
the advantage of being an ancient tax which 
the people have been paying from time home* 
mjorial. A Government, like the, British Govern* 
meat ip India, has, for this reason, tenaciowly clung 
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to it and done its utmost to improve this source of 
revenue. 

194. Permanent Settlement.— The per¬ 
manent settlement ol the land tax in Bengal, has 
been the subject of much controversy. Objection 
has been taken.to.it on th e ground, .that. lOma^jaL- 
tailed on the State considera ble loss jjJ aBiMS 
While’the' Iftlid TO in the otneTProvinces has been 
increased and the State has shared in the prosperity 
of the rayats, itjs urgedj the Jamind ars in Be ngal 
have not made their proper contribution. This is, 
irftEe opTnton vt theicrTncs’oFthe permanent settle¬ 
ment, grave injustice to otlier Provinces whose 
lands have to bear an increasing burden of taxation. 
The rent received by the Bengal Jamindars from 
their tenants, has enormously increased, but the 
amount of the land tax they pay to Government re¬ 
mains what it was in 1793. It is, therefore, suggested 
that the landlords "must either be bought out al¬ 
together, or such compensation as they may be 
entitled to be offered to them before any additional 
contribution can be demanded. "* 

The Jamindars are naturally very tenacious of 
their rights and resent as an unwarranted invasion 

■4 

* “ It, therefore, the finance* of the country are to be maintained 
to a state of solvency, either we mutt impose heavier burdens on the 
people in new and unfamiliar shape*, raise the cost of living to the poor, 
exact the highest contribution which can be leried from the other Pro. 
vincet with each revision of their land assessment—in fi< e, cripple the 
country’* resources, arrest its prosperity and disturb it* peace—either 
w* mutt do this or Bengal must pay her fair share of revenue along 
with the other interest* and other Provinces constituting the Empire. 
Ac • measure of justice a* much as of necessity, the Bengal settlement 
must be remodelled, and the fact that the conditions—the purpose* Or 
JatoBttaoe—with which or upon which the settlement wee made, have 
sot been fulfilled adds increased force to the demand."—Hector i Indian 

'{Ham! ttAm 

w 
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of them the mere suggestion of a farther taxation 
of land in Bengal. Apart from all political and 
social considerations, the argument that ‘ many of 
the present holders are bona fide purchasers for 
value given; that they bought on the faith of the 
settlement being what it professed to be, a settle¬ 
ment in perpetuity ; that any obligations which it 
is sought to throw upon them, having been allowed 
to lie dormant and inoperative, must be regarded as 
non-existent,’ is too weighty to be lightly brushed 
aside, howev er desirable it may he that unearned 
increment should be taxed and the Bengal Jamin* 
dars, like other people, should be made to contribute 
their fair share towards the expenses of the State. 
And it is not easy for the State to devise a workable 
scheme of buying up or compensating the landlords. 

Other sources of what rs called non-tax revenue, 
are Forests and Opium, as also commercial under¬ 
takings like Railways, Irrigation works, Post Office 
and Telegraphs &c. Forests are State property and 
the income from them has steadily increased and 
8 will increase as their valuable products come to bo 
utilized for industrial purposes. Opium revenue was, 
at one time, considerable ; but owing to an agree¬ 
ment with China, it 1ms steadily declined and will, 
in time, almost vanish altogether. This is a heavy 
sacrifice of income, and is Irfcely to be regarded wa 
quixotic , hut it is calculated, at any rate, ,to yield 
satisfaction that India has helped a neighbouring 
nation to put down a degrading vice so rampant in 
China. 

195. Hallways. —Indian railways have now 
become remunerative and constitute a valuable asset 
of the country. For years, they were not paying 
concerns to the State and have involved a total loss 
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of about Rs. 60 erores. Since 1904, they have, how¬ 
ever, been contributing a fairly large and increasing 
quota to the national revenue. The total mileage of 
railways open in 1915-16 was 36,833, and the total 
capital outlay on all lines, wa s 537-07 erores. The 
total gross earnings were 61-66 erores and the work¬ 
ing expenses, 32-92 erores. Abo at 72 per cent, of 
the mileage belongs to the State, the remaining to 
companies and Native States. The financial results 


of the working of the State 

below :— 

railways 

are given 


1016-16 

1917-18 


.£ 

£ 

Capital at charge at arid ol year...304 868,000 

367,398,000 

Net working profit, excluding in- 



turest charges .. 

17,797,000 

20.102,000 

Percentage of net working pro6t 


to capital outlay . 

4 88 

5-47 

Net working profit nfior meeting 



interest -liargis .. 

4,07 1,001/ 

6,106,000 

Percentage to o.tpit .1 outlay ol 


not profit aft r meeting in¬ 
terest charges . 

i 12 

1-66 


The importance of railways tor the economic 
development of the country, is undoubted. But 
railways having long been a burden upon the State 
treasury, which could ill bear it, a rapid extension 
at the cost of the tax-payer, lias been most un¬ 
popular. Certain commercial interests press for a 
large annual railway programme, and a standard of 
R 9 . 18 erores a year was laid down only a few years 
ago. The necessary extensions and improvements 
of railways must, of course, bo effected, but the 
liabilities must not be increased in such a way 
that they would lead to a deterioration of the 6 nah- 
cial position. The Finance Member in 1913 had to 
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administer a wanting in tins connection to his critics 
who Wanted to hasten the pace. He said that the 
taUways must never be allowed to become, even 
temporarily, a net burden on the general tax-payer. 
>* As matters stand, we have in our railways a 
splendid asset. Let us safeguard that asset. Any 
admission of doubtful schemes or failure to count 
in eadh case the full cost, any disregard of financial 
considerations, will surely lead to deterioration of a 
most serious character.’'* 

In some countries like Prussia, the railways, as 
in India, are State property and they are a large 
source of revenue. The Indian tax-payer having paid 
for the railways and suffered losses, it is but due to 
him that they should be made a permanent asset on 
which reliance may be placed for yielding a sub¬ 



suggested, they must prove a splendid financial 
asset. 

The bulk of the Indian railways have become 
State property but only a few of them are directly 
managed by the State, the others being under the 
management of companies who give the State s 
share of their profits. Whether all the State rail 
ways may not be profitably managed by the State, 
has recently been a subject of keen controversy, 

* Sir Guy Fleetwood WQtos in tbe Finenebl Statement far 

♦ See D. E. Weche’i “RaSwey Ftoeftce" end u Receot Iwdie# 
Finance, * 




Railways. 


42S 

From the point of view of economy and efficient 
management, it is believed, company management is 
more desirable and a vast railway undertaking in the 
hands of the State, is deprecated.* In England 
America and France, railways are private property 
but in Prussia and other countries they are the pro¬ 
perty of the State, being managed also by the State. 
We hold that from the financial as well as the 
economic point of view, State management of Indian 
railways is preferable. 

We need not here enter into the history of rail¬ 
way construction in India nor enter into the details 
of the controversy regarding the system of their 
management. This question having been raised in 
the Viceregal council, by Sir Ibrahim Rahimtoola in 
1915, an inquiry ha3 been instituted into it by the 
Railway Board, and diverse views have been ex¬ 
pressed on it. During the War, capital expenditure 
oh rail rays had to be reduced and they had to be 
work jd at a high pressure. The whole question 
of ' nlway management and finance must be thresh- 
0 '‘ out again. The fundamental principles that have 
vO be followed are that the railways which are and 
which will soon be State property, must be under State- 
management and, therefore, under the indirect con¬ 
trol of the people ; that their remunerative character 
must be scrupulously maintained and that they should 


* This view wilt be found vigorously maintained in a « Note on 
State vs. Company Management of Railways” written by Mr. S. C. 
Chose. The case for State management may be summed up in the 
tallowing two sentences taken tr-ra Sir Ibrahim’s speech in the Council 
“No one disputes the fact that tbe railways should be worked on a com¬ 
mercial basis; what we Object toji that they should be worked * purely * 
on st commercial basis irrespective of every other eouiideration. Allwe 
ask b that in working on a commercial basis care should he bad to the 
economic and industrial interests of tbit country. ” 

M 



(K 


Indus Economics. 


be worked in such a way that they will encourage 
national industries and minister to the convenience 
of the public. Irrigation works are, of course, a 
splendid financial success; the only complaint about 
them being that they are not promoted with suffi¬ 
cient vigour like the railways. 

196. Customs.— In other countries a large 
amount of revenue is raised from customs. In 
India, the tariff has all along been on a free trade 
basis, and a smrtU ^ juu £ $a LM* J8im*JWBKL 
duv^vaned according to the .nature of artirW, } 3 
im£Osefrtjp duty on cotton piegq goads. heinff.mify 
jJE£L£3£> counteroamnccd by a corresponding 
excise duty. It wus bcleived that in a poor country 
like India, with unlimited undeveloped resources 
and with abundant raw raiterials, freedom 4 of ex¬ 
change with foreign countries was a primary need. 
Sir John btrachey observed “Here then is a 
country which, both from its poverty, the primitive 
and monotonous conJifon of its industrial life and 
the peculiar character of its political condition, re¬ 
quires Irom its Government before all things the 
most economical treatment of its resources and, 
therefore, the greatest possible freedom in its for¬ 
eign exchanges." 

We have treated the subject of tariffs at some 
length already f and need not go over the ground 
agam. It is sufficient to observe that India must 
depend more in the future on the indirect source 
of revenue provided by customs duties, import and 
export, 3 f the country is to make rapid progress, 

2 C Z CS 7 0f r^ the s ' tUftdon cr «*ted fry 

e l ar, fo rced the hands of Government ard 
* rioatitial Statement, 1873 , 

4'Sm Chapter IK, pager so6-iio. 
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Hew import and export duties had to be imposed 
and the old ones increased. Sugar, jute and cotton 
piece goods were the chief articles selected for 
an increase of duty and it was an eminently wise 
selection. Customs yielded £ 5,373,886 in 1915-16; in 
1917-18, they were estimated to give £ 9,394,800. 
The obstinate opposition of the representatives of 
Lancashire in Parlia nent to an increase m import 
duties on cotton piece gsod; from 3^ to 7\ per cent, 
unaccompanied by a corresponding increase in the 
excise the Secretary of State's defence of the 
poJicjLOf Govermnent and the attitude of the "Liberal 
and Conservative parties in the matter, proved 
eminently instructive. 

In the absence of suitable direct sources of re¬ 
venue, customs duties have to be ieucJ on a consi¬ 
derable scale. In imposing the-e duties, care hi? t% 
be taken tlrnt they will not picas aard upon trie con¬ 
sumer and give an undue a i.autage to particular in¬ 
terests. Import duties, it is said, make articles dear to 
the consumer ; but if he is to be t*ned, as ho has to 
be, it is better to moke him pay in this indirect man¬ 
ner. Lancashire i.nd other freetraders sympathise 
with the Indian consumer ; but it is only the con¬ 
sumer of fine English fabrics that will benefit by a 
policy of free imports. If other taxes are levied or 
increased, the ordinary consumer will be hk much 
harder and even his food will become dearer. 
Promotion of indigenous industries, is comparative¬ 
ly a secondary consideration when we are dealing 
with finance, but it is one which cannot be ignored. 
As Mr. Austen Chamberlain pointed out to Lanca¬ 
shire manufactures, they want a free market in 
India as a protective measure, and similar pro¬ 
tection may he claimed by other interests. 
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vocated on the abovi 




p rinciple . 

Excise and Salt,— Another indirect 
tax is the excise, and this revenue is derived from 
the manufacture and sale of intoxicating liquors, 
opium and hemp drugs. There* has been an alarm¬ 
ing increase in this revenue during recent years. 
This growth is naturally regarded with grave anxiety 
as the habit of drink is one of the deadliest of evils 
from which society may suffer. It is, however, stated 
that * the considerable growth of the excise revenue 
in recent years is due mainly to higher rates of duty 
and stricter excise control, and does not indicate a 
corresponding increase in consumption, although 
some increase has occurred through the expansion of 
population and the greater prosperity Of certain 
classes’. It is unfortunate that the prosperity of 
the people should be associated with the consump¬ 
tion of liquor. Excise duties are imposed upon in¬ 
toxicating liquors and drugs for controlling their 
consumption as well as for raising a revenue. But 
the latter object must be subordinated to the promo¬ 
tion of the physical and moral well-being of the 
people. 

The salt duty is another indirect tax which falls 
upon and is felt mainly by the poorer classes* It 
has ever been a favourite source of revenue with 
Government. The dut^isleyM^a MA&jwofr 

^ is the only 

tax, it is said, which reaches the masses and is ft mi¬ 
nute contribution made by them to the public 
treasury. In 18S2 the rate of thd 
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in India, andu doty on such an 
art»depughttQ be light if It cannot tie dispensed 
with altogether. Only in cases of extr *^ n f <v>aa»ty 
» ho f d *fo ^ic le^ejected tft*A*y. 
tEfel CTe n st e ft ^LJ$!^ c J&^ 4>t 

It was^ re^aptb; incrsaaeden 
account of the pressure of war conditions. The 
fa cH f y^lfl i ^htd i' th e tg yt !g l rrt?g , mcfeased without 
trouble and change in machinery of collection, is a 
temptation, which has, however, to be resisted. As 
the late Rao Saheb V. N. Mandlik said in the Viceroy's 
Council, “Salt, like grain, outfit to be practically free 
or if that cannot be, that it ought at least to be taxed 
as lightly as possible.” The fact that even a small 
reduction in the salt tax, has immediately led to an 
increase in consumption, shows the importance o£ 
this necessary of life to the poorer classes. The 
salt tax is regarded as a reserve of financial power 
to be drawn upon in times of need and resembles, 
in this respect, the English income tax or the land 
tax in England beforo it was allowed to be re¬ 
deemed. 


198. Income Tax.—The Indian income tax has 
not been very productive and yielded about 
erores a year, until the rate was enhanced in 1916 
on a graduated scale on incomes of above Rs. 5,000. 
This is due to the fact that the people are poor and 
the number of those who can be assessed is ex¬ 
tremely small. Besides, income from land is exempt¬ 
ed from this tax, as it has already to bear the bunion 
of the land tax. Then, again, those who would be 
subjected to a veil-designed income tax bringing 
into its not the upper middle, trading and the pro¬ 
fessional classes and eraffib g them pay their due 
shire, are influential people and can resist £* im- 
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position ©f such a tax on one ground or another. 
Sir John Stachey says —“There is no country where 
a tax upon incomes is more just than in India, but 
there has been difficulty in imposing and maintain¬ 
ing it because it has been opposed by the richest 
and most powerful classes, who alone can make 
their voices heard. It has long been a reproach to 
our administration that they have borne no fair 
proportion of the public burden."* 

Before the present income tax was first imposed 
in 1886, there had been in existence the license tax 
on professions and industries. The iinanci.il difficul¬ 
ties f of that year compelled Government to devise 
new schemes of taxation. Import duties and a tax 
upon salt were not to be thought of, and Govern¬ 
ment turned to the income tax as the only resource 
left to it. How strong was the opposition of power¬ 
ful classes to an income tax, may be judged from the 
speech Sir A. Cohiu made in the Viceregal Council 
on 4th January, 1886, io introducing the License 
Tax Amendment Bill. He said:—“ The financial 
history of the last 25 years is strewn with the 
skeletons of discussions on direct taxation and 
more than one of my predecessors is gibetted on 
that dismal golgotha for the part which be took in 
connection with it...the classes in this country who 
derive the greatest security and benefit from the 
British oovcxnt&eut are those who concnooto the 
least toward^ it*/**! know that what I have said as 
to the immunity of the middle and upper classes 
from their due share of the public burdens is as a 
twice told tale vexing the dull ears of a drowsy man; 
bin it is nevertheless a grievous blot oil our Indian 
— — ■ ■» —— — —— - — 

* IncUa, k* Adictoiffratkia nod I'l'jgr***. 

V Goklul* nd {tamu. 
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administration which urgently alls for removal and 
which I believe, with patience, prudence and ex* 
ercise of a little fortitude must and will be remov¬ 
ed/'* 

When the Hon’ble Mr, Dadabhoy moved a re¬ 
solution in the Viceroy’s Council in J 912, recom¬ 
mending that the minimum of income as'ersable to 
the income tax be raised from Rs. 1,000 to Rs. 1,500 
a year (the original limit of Rs. 500 had been raised 
to Rs. 1,000 in 1903 in Lord Gordon's time when the 
treasury was overflowing with surpluses ), Mr. Go- 
kbale laid down the following sound msu-ina. “The 
State has to look at the whole scheme of taxation, 
first, from the standpoint ofits own necessities, and 
secondly, from the standpoint of the comparative 
ability of the different classes to pay their particular 
share of the total revenue raised from the commu¬ 
nity. Now, judged by this standard, I really do not 
think that the class tor which my Iion’ble friend 
seeks a remission, has any substantial grievance." 

Under the stiess of war conditions,Government 
not only introduced tfe ^principle ^o£~ progressive 
taxation into its_ income J;ax, but also imposed a 
s upertax in addition _on jJl. jUiataftsTlit excess of 
Rs..SOjOW per annum^oiya.^raduat^^jcale. this’ 
» s,-of course, re gained, as .a.^eciaLwax m c ft i ure >. h ja L 

new principle ought to be made to stay. With 
inafeasi rig ’demandTupon the^xcTiequc^llfose who 
are in a position to pay, ought to be made to malt® 
a proper contribution to the expenditure of the 
State. If relief is to be granted, it must be granted 
to petty land-holders whose agricultural incomes 
%re taxed through land revenue. _Larger incomes, 

I .■I'.l I. I....— -W.M , .. . . 


* ProoMdiftfi o* Uw Sufnm LcgUlrtite CoansU, 1 * 86 , 
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from whatever source they come, agriculture, Jn. 
dn^rormaerwrtb make tWfcontribution. 

’ ■* i9^THi*ectlon of Reform We cannot db- 

sociate the problem of taxation from questions 
relating to expenditure, the machiuery of finance 
and control of finance. It has to be first (1) noted that 

f° r the 

country and, wherever possible, expenditure must be 
reduced, especially by s ubsti tuting India n a ge ncy in 
the place of the European. (2) Even when this eco¬ 
nomy is introdhCM/ the country will have to face a 
steadily growing expenditure urgently required to* ? 
promote social and economic reforms. (3) This will*' 
necessitate additional taxation, (4) The fresh sources 
of revenue will be customs,—import and export 
duties,—heavier taxes upon larger incomes and in¬ 
heritance taxes. Increased revenue may also be 
expected from the existing taxes which will 
steadily become more productive and also from the 
commercial undertakings of the State. (5) Imposi¬ 
tion of taxes and expenditure of revenue must be 
brought more under popular control. (6) Audit will 
have to be independent and more strict. (7) There 
must be further decentralization* of finance and 
Provincial legislatures must be given the power of 
independent taxation, again, under popular control* 
And (8) the resources of local bodies must be in* 
creased so that more may be spent on the promotion 
of sanitation, village public works, medical relief and 
. education. 

At present Provincial legisl$)ujre$ do not posses# 
powers of taxation and are cont rol ledhy the Supreme 
Government. Greater decentralization of finance 

* 3m Amber 1 * Indian Adretafasnsfw, Gtmjflm 
o nj SaMMBie tWotSM. 
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will make Provincial Governments more responsible 
and the freedom allowed to them will enable them 
to raise larger funds by taxation and to spend them 
to the benefit of the people. The Government of 
India is wedded to the system of centralization 
though it has bsen steadily lc'axtsd in favour of local 
Governments; but in time con’r* ’ nions from the latter 
to the Central Government mi 1 1 become tne cardinal 
feature of Indian finance and nri&t take the place 
of the principle of assignments ot Imperial revenue 
to Provincial Governments. The expansion and re¬ 
form of the Legislative Co metis makes this change 
imperative. 

The financial positron of municipalities and local 
bodies also needs strengthening, Jfhev must be 
given growing sources of icv^nue and greater con¬ 
trol over their own affairs. The will also have to 

increase their revenues hv . . .. \I rates and other. 

wise if theyaretodischung * u ions efficiently. 
A portion of land rcnei. mu* c beneficially 
assigned to local bodies unu ! h * v’ uav >e encouraged 
to strengthen their resources o” rat^s. 1'his local 
finance is very important in otbe; c Ju.Tiits aud the 
position in India in that connection is unsatisfactory, 
Mr. Gokbale most successfully brought out this 
contrast in a speech he made in the Viceregal 
CouncilMtf moving his resolution on the resources 
of Local Bodies. While in England, out of the total 
revenue, national and local, the share of local bodies 

is two-fifths, in India it is only one-fifth* and more 

... -- - - -^.. ... l r 

* l$tk M«Kfa,l9». 
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than one-half of that one-fifth is administered by the 
State itself. 

300. Public Debt:— We shall close this chap* 
ter with a brief account of the Public Debt of India, 
At the outset, we have to emphasise one peculiarity 
of the Indian debt viz, that its burden is ex¬ 
tremely slight. While the public debt's of 'Euro- 
pean countries have run into hundreds or millions of 
pounds, chiefly owing to wars, the bulk of the Indian 
debt has been contracted for productive purposes. It 
must not, however, be forgotten that in the past we 
.fempaid off our unproductive debt out of revenue at 
great sacrifice. India has had her dead-weight debt 
incurred for wars, expeditions beyond the frontier, 
war-like preparations and for meeting famine ex¬ 
penditure and deficits. But whenever there were 
surpluses, they were systematically used for reducing 
the public debt, which means that the Indian tax¬ 
payers have had their burden of debt paid off out 
of tax-money. 


In the time of the East India Company, political 
and commercial functions of the State were mixed 
up together. The continued wars which the Com¬ 
pany had to undertake, went on adding debt to debt 
steadily from year to year, though a part of the 
deficit was supplied from the commercial profits of 
the Company. The total 1 territorial' debt of India 
in 1792 was & $ million ^ a nd increased to £ 30 mil- 

by the 
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1858. The Mutiny made additions to the public 
debt. It went up to about £ 139 millions in 1876. 
The debt stood as follows ff i itittg 
years 


31st 

March. 

In Sterling.! 
Mill, j 

J 

In Rb. 

15 Rs.=£l. 
Mill. 

i 

Total 

£, 

Interest 

1888 

84-1 

65-4 

149-5 1 

C-2 

\m 

1067 

68-6 

| 175-3 

W 

1898 

123-8 

> 74 -4 

* 197-7 

t 

W 

1903 

* 133 r 8 

78*2 

212-0 

i M 

1908 

156-5 

88 5 

245-0 

,! 8-1 

1 


The ‘ordinary’ or unproductive debt was gradu¬ 
ally reduced, and the productive and unproductive 
debts are distinguished in the following table;_ 


Ordinary and Productive Debt. 


•Ordinary. 


Productive. 


Total. 


3i$t 

March. 

1888 

1893 

1898 

1903 
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EJnremuaerative debt shrunk in 20 years from being 
| to 4 of the total volume of outstanding loans. The 
reduction reflects approximately the extent to which 
current revenues have been devoted to capital ex¬ 
penditure. There is a sort of sinking fund arrange¬ 
ment by which to reduce the unproductive debt, 
while for the redemption oE the productive debt 
provision is made for annuities &c. in the railway 
expenditure. Interest charges debited to railway*, 
contain items of this description, so that the true 
profits from the railways are higher than shown in 
the accounts. *' In any year in which, owing to the 
,use of surplus revenue or deposits for the construc¬ 
tion of public works the capital expenditure of the 
year exceeds the amount of debt incurred in the 
year, the effect of this system of classification 
(Ordinary anl Productive Debt ) is to came a de¬ 
crease to be shown m the amount of the ordinary 


debt.” 



m- 


(<*) Permanent IX X. 

Debt for Railways ... ...211,832,819 

„ „ Irrigation works ... 57,552,030 

For initial expenditure cn 

Delhi . 119,886 


Total of Public Works Debt.. 249,504,735 
Balance, being Ordinary Debt. 24,898,7 77 

Total Permanent Debt ... 274,403,S12 t 
(t) Temporary Debt incurred on 

security of India hills ««* Nil. 


fvmao Dsst 

n On the 31st of March, 1916 the Indian Public 
Debt amounted to £ 286,145,008 (viz -.—rupee debt 
converted into sterling at 1 s. 4 d. the rupee, £ 
103,973,1 79, and sterling debt, £ 182,1 72,829 ) ” There 
were also other obligations of the Government of 
India, including Savings Bank balances, Judicial and 
Departmental deposits, balances of service funds 
&e. amounting to £ 29,485,613, and the various 
railway annuities, representing in the present year 
a charge of £ 961,160. A loan of £ 4,000,000 from 
the gold standard Reserve in India was also out¬ 
standing/' 

Government raises, Cor its capital programme, 
rupee loans in India and sterling loans in England, 
and for purposes of railways, the latter are neces¬ 
sary as sufficient amounts cannot be raised in this 
country. While exchange was unstable, sterling 
borrowings entailed a heavy charge ; that difficulty 
has now been removed. It is still desirable to 
raise as much capital in India as possible. Con¬ 
struction and maintenance of railways require, 
according to the high standard laid down, larger 
amounts which cannot be secured in this country, 
and the amount of interest that has to bo paid to 
England increases year after year. The War Loan 
is, of course, an extraordinary loan, and though its 
success is gratifying so far as it goes, the total 
obtained by Government out of the Rs. 150 crores, 
shows the poverty of the country compared with 
the abundant wealth of other nations. 

While our Finance Ministers used surpluses to 
traduce the unproductive debt, small though it was, 
the late Mr. Qokhale contended, year after year, 
that ttifcy jstw ntainly devoted to the 

MhMKm/ JP&t reform. Persistent 
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swrplws, he urged, were funds taken out of the 
pockets of the tax-payers and must either be re¬ 
turned to them through remission of taxation or, 
much better, be devoted to the spread of educa¬ 
tion, improvement of sanitation and so on. The 
following long exttact fiom ono of his speeches in 
the Viceroy's Council, ^iv<_s .» lucid exposition of tfao 
Public Debt position iu India and of his views 
in that connection :— 

“ Sir, what is tii' arnouu* of oar debt ? Out total debt 
is made op of various toraj orient factors. Thera i» tho 
permanent or funded debt. Thurt is the temporary or un¬ 
funded debt. And there are vrfiiou* funds with the 
Government, such as affvir gs banks deposits, st-rvioe funds, 
special loans, judicial den gjt* in courts «nd to torlh. 
Against this the Government have their Railways and 
Irrigation works, their lo.«n-t mid advents to ^ocal bodies. 
Native States and culuv a f >r->, and tinir cash 'balances 
Deducting these latter from tue to ’;.i debt, what remains is 
the true ordinary or ur.j ro uc to debt. Now taking the 
figures for 1907-8 and b,mp.B r ' them up to date, we find 
that in 1&U7-8 the per mi mint dab in Ii dia was 88 55 mil¬ 
lions ; tha permanent d* bu in Iv aland was 156 48 millions, 
«r, in the two countries tigotLer 545 millions. That was the 
funded, permanent debt, in that year. The unfunded debt 
in that year was only 1 million. Then about 2(1 millions 
represented special loans, service funds, savings banks 
deposits, departmental and judic al deposits and miscellane¬ 
ous obligations of tie Government, or total liabilities of 
£6628 millions or 439 crores of the liabilities of tbs 
Government. As against this the Government of India had 
in that year 177-7 millions inverted in Railways and £9-87 
in Irrigation work* or a total of 207-57 millions under the 
two heads together. The Railway debt was earning abott^ 
l pet sent, the Irrigation d ebt abtw|£jp4»r cent f There****;, 
it was really up $»bt at all in the thaj 

J&.Vlk-.iSHrs . .. S4.....M, aL .■aknJ'Jk. .. . .. . a. * a jf-. . ,t% eawrxLdajf^ tm.Mi m * 
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Local Bodies, Native States and cnltivaters amounted in 
that year to 13 million*, and the oath balances were 18-6 mil¬ 
lion*. That 289 millions out of 267'28 million* represented 
the investment and oath balance of tie «I n vorntttars t leaving 
only about 2 7 millions of real nf.pT d active debt for the 
country. This was in 10< 7-C8, Sines then the position has 
undergone soms dctciioriFon, Of cents--, there he* bean 
additional b wTowing for R« 1 vsi e end Irrigation, but w« 
need not take that into account « too Kail ways and Irriga¬ 
tion investments are ear'll.w’ ' uj! 7 p, r cent, interest 
respectively. Bat there v v«i<a d.fett i., 10 8-00 of 8*74 
millions. In 1000-10 there ,< as a M.rpl is of ’(,1 millions and 
this year excluding the opium surj las of 3 nail; ns,there is 
still a surplus of "40 or LVf l million The position there¬ 
fore during the last 3 j e r* h u an h > gon° a deterioration by 
about 2-64 millions an! no ui -t add tl at to the figure for 
1907-08 to find the tot it «uj. jIuc'ivi debt at. the present 
moment. This comes ta lit? 7 u lTou«. * tv 3.) millions. Or 
if the Finance Mini* ter v,l! > t : J nt i asn prepared to take 
the funded unp-odu Vivido ,a'U cp ars m our accounts, 
which ia 37 millions. 1 i at r*.< it,» a iking a present of 
about / millions to ti *» I'on’*li Member ( hut I 
will do so aiul wilt take 37 millions for the 
purposes of my argurm t Now, Fir, what is B total 
unproductive debt of 37 millions for a vast, country 
Ilka India? What is such a debt compared with the hdge 
debts of other coua’nr i? And . < the reduction of this trifling 
debt o matter of such paramount importance tha f everything 
the Finance Department can lay hands on rhould be devoted 
to thi* reduction to tlm pm tieal exclusion of al] other 
useful objects, us has boon done, during the last 10 or 12 
years? Sir, my protest against this policy of the Govern¬ 
ment has been a long-standing one. Year after year, for the 
last 10 years, I hare been raising ray voice in the Council 
against this policy, bat so far without rnach effect. £j otr 
4M* a#r compare with that of other 

V ^ *> way>. j *v r 

oonntrieM ip|kt the present m 

• natfoUal debt of over Jw ati&mL oat: 
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'unproductiva debt, 2s Fresco it it over »tixonsead tnj lHam, 
Is MveTal other countries it it four to fire hundred toiUioa*. 
Eves is tut Eastern country like China it it shout UO mil¬ 
lion*, though the annual revenue U much smaller than out. 
The Hon'hie Member speaks of the neeetaity of stre^gthas- 
ing onr credit. If we look at the rates of interests at which 
different countries borrow, it will be found that oar credit 
is MceedingJy good.”* 

201. Summary.— The la ud tax it tht) jaft st 


been the main stay of the rulers of the country. 
The duty of the subjects to contribute to the expen¬ 
diture of the king and of the king to spend the 
taxes so contributed for the good oE the people, wee 
recognized in olden times. Various other taxes and 
cesses were also levied. The British Government 
tried to abolish the numerous small taxes which prov¬ 
ed vexatious and made the assessment and collec¬ 
tion of the land tax more systematic and strict. The 
land tax is a property tax because it falls upon all 
land, and it operates in practice as an income tax, 
being a certain proportion of the net produce or net 
rental. 


im yprtant ynprpe of rev enue in India, yielding near- 
ly one fo urth ofjK J.0& C fTmom S T ^ 

®e«rai5ak u is the oldest tax and has ever 


In Bengal the land tax was permanently fixed, 
and even under the rayatwary system, the original 
idea of the authors of the system was to make the 


settlement permanent. But the rent theory and 
the theory of unearned increment, swayed the policy 
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The Government of India derives income also 
from State property such as forests and monopolies 
like opium, and its railway property has now become 
vary remunerative. Government has spent crores 
on the railways which, for years, were a losing eon- 
cera. Interest upon the capital sunk in them had 
to be paid out of current revenue. But under con* 
tracts with the companies, the railways have been 
purchased by the State which now owns a major 
portion of them, though only a few are directly 
managed by the State. Whether State management 
would be more economical and desirable, is a ques¬ 
tion which is being debated at present, and popular 
opinion inclines to the view that, on the whole, §£§te # 
r^ftement would be preferable. 

In accordance with the free trade nohcy of the 
Government in England, the Indian tariff has been a 
purely revenue tariff. But owing to the poverty of 
the people of India and in view of pressing reforms 
which have to be undertaken, more reliance will 
have to be placed upon customs. It was with the 
greatest difficulty that the import duties on cotton 
piece goods could be increased in the budget for 
1917-18 from 3f to 7\ per cent, without a corres¬ 
ponding increase in the excise. Tpject&f JKgej 
rev enu e Government will, however, have to impose 
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These are the principal indirect taxes, and stamp 
duties and registration fees are of the nature of 
charges made by the State for direct services render¬ 
ed. The income tax in India is comparatively un¬ 
productive, and until, owing to the urgent neces¬ 
sities of war, the rate of the tax was increased end a 
supertax was levied as an extraordinary impost, the 
wealthy classes, it was believed, were let off lightly. 
K these classes are made to contribute their proper 
share, the yield of the income tax will be consider¬ 
able. 


The Government oflndia has assigned t ce rtain 
revenues to the Provincial Governments, jwhi&JbfiXS 
no powers of independent taxation, and though 
there has been a steady decentralization of Pronn* 
cial finance, complete financial autonomy is being 
demanded for the Provinces. The local bodies are 
■ financially weak. They raise revenue by levying 
retes and cesses, but their income is inadequate to 


the needs of progress. 



advantage^ 

of local bodies reauirc to baMnanflfl. 


Before India assumed responsibility for a war 
loan of 1 SO crores of rupees, the bulk of her public 
debt was productive and represented capital invest¬ 
ed in railways and canals. The unproductive debt 
has been comparatively small, and was steadily re*, 
duced, surpluses being used tor the purpose when¬ 
ever that was possible. Payment of interest and a 
gradual redemption of the public works debt, is pro¬ 
vided forin thecurreut expenditure of railways. The 
kax-payers have contributed.tomakethe railways 
ouch a fine nktiotud asssd, that railway revenue Must ■ 
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provide an increasing share of the total income of 
Government. 

With rigid economy and retrenchment, the 
existing revenue, growing with a slow but steady 
pace, will suffice to meet the normal demands of the 
administration. The additional revenues required to 
oarry out the many pressing reforms, will have to be 
obtained from customs and the income tax, suitably 
reorganized. AJiclasses mustcontribuieJ&ftUJg&B&r 

hllntr^Luced- Indirect taxattoD is preferableJrqm 
the point of view o£ the mass of the people and 
luxuries ought to be more heavily taxed. 
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206. Price Levels:—When we estimate the 
comparative utility of an object, there emerges the 
idea of its value. The value of one object may be 
expressed in terms of other objects when the com¬ 
parative estimates of their desirableness are stated. 
There are several theories in Economics in connec¬ 
tion with the causes of value with which we are not 

concerned. What is to be noted is that when value 

■*»»■*«** #> 

is expressed in terms ot money, it is called pr i ce, 
and as barter has disappearedTn all civflTxed coun¬ 


tries the question of prices has assumed considerable 
importance. What is the cause of price, whether, 
it is cost of production or the state of demand and 
supply, need not be here considered. But it ie 
necessary to understand that money is itself a 
commodity and as values are expressed in seeney. 

**• own eCWaififrOttCi 

He r«§ or fall of the prices of different coni* 
modities may be due to different causes. When the 
supply of a commodity exceeds the demand for H, 
sellers have to be content with a smaller price the 
purchaser may be willing to give. The fever** 
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happen if the demand exceeds the supply* What will 
be the degree of the rise or fall, will be determined 
by the keenness of the demand and the ability of 
the supply to wait for a turn of the market. Much 
depends upon the conditions under which the sup* 
ply is produced, the time required to increase it and 
the substitutes with which the consumer is likely to 
be satisfied, and so forth. 

Price ia, therefore, a n illustration of , the law 
^fjdemandandsu^il^. There cannot be a general 
rise or kali ot values, but this phenomenon can take 
place in the case of price. Money is a measure 
of value, and if owing to a change in demand for 
or supply of it, its own value changes, the change 
must be reflected in a general Alteration in the 
prices of ail commodities. Prices of different com¬ 
modities are always rising or falling in different 
degrees, and the changes may be accounted for on 
the ground of deficiency of supply or excess of 
demand. But a more or less uniform rise or fall 
cannot be so explained and we must look for an 
explanation of the phenomenon in the change of 
supply of the common measure of value viz. money. 

Arise of prices means depreciation of money. 
When prices go up fhe purcHasmg'jpoweFoT 
goes down. In fact, the rise of prices and depre¬ 
ciation of money are two aspects of the same 
phenomenon. The fact that prices go low, mean* 
that a smaller quantity of money is sufficient to 
buy e stated commodity and there is appreciation 
of money. It is on this relation between prices and 
the quantity of money in circulation that the 
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nod the velocity with which money move* from head 
t<T'E£ao lu transactions, practically adds tcTtHe 


qwnuiyr'W-tne-raerease in quantity is accoinpamea 
by an lticrease in the volume of exchange transac¬ 
tions, the price relation will remain unaltered. 

„ 907. Quantity Theory of Money --Taken 
with its limitations, the quantity theory of money is 
perfectly sound and satisfactorily explains the fluctua¬ 
tions in prices. “In short, the quantity theory 
asserts that (provided velocity of circulation and 
volume of trade are unchanged ), i f we increase the 
number of dollars, whether by renaming the coins, 

sameproportion. It is the number^qd,^, ^ 
wptgtttth at if essential. It is a fact Which dif¬ 
ferentiates money from all other goods and explains 
the peculiar manner in which its purchasing power 
is related to other goods/’* 

We shall not here deal with the elementary 
considerations relating to factors which govern the 
fluctuation of prices in India and with customary 
and monopoly prices. The question of prices in 
India, as elsewhere, is mainly a question of the 
operation of the law of demand and supply, and 
evidence for this is to be found in the rise of the 
lewd of prices of food grains in times of famine laid 
scarcity. The defective character of communi¬ 
cations and absence of keen competition as alaotha 
predominance of custom. in the economic relation 
of popple, long governed Indian prices, > Jfcit the 

nitmn^wsb twywnLft j-~q””» m&& 

the country into closer contact wHfr lsittfe 


sad India itself into intimate touch 
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countries, have changed the nature of the problem 
of prices, which are more susceptible than before 
to changes in the markets of the world. 

T he ge neral level of Indian prioes began to 
rise inWC ^trwcui Ufgliu au g TH] 

TKrwirwit 


r , -y^gine 

The index number went up' from 100 in « narmsl 

year before the rise commenced, to Ur> * p<m 
200and more m certain cases. The rise was attributed 
to different causes by different people, and while it 
was welcomed by some as an indication of growing 
prosperity, others traced it to the currency policy 
of Government, which had, since 1899, artificially 
enhanced the value of the rupee. The question was 
discussed in the press and in the Viceregal Council, 
and the appointment of a commission of inquiry 
was suggested. Government thought that the new 
currency system inaugurated in 1893 and com¬ 
pleted in 1899, had not had a sufficiently long trial 
and that commissions had always an unsettling 
effect upon things ; they therefore deputed Mr. K. L. 
Datta to collect statistics on the question of high 
prices and asked him to submit a report thereon to 
Government. 

204. High Prices in India •—Th« x>f 

t he high price s. Mr. Datta concluded, were mainly 
dTtwo kinds:—(1) causes peculiar to India, and(2) 
causes whose effects were world-wide. Among the 

(if) an increased^demand im^ndfcm mwmat^ids 

~ -■— - 


and fftgr 
and 


. <>.* wimr-rvn r wffm arn artrrnrrnrt* 
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thm Mr. Datta thought that all thete 

iSuises combined to raise the prices in India and 
that the risa was not due to any one cause. He was* 
however, convinced that the prices oI food stuffs in 
this country had risen on account of the fact that the 
food supply of India, compared with the demand, 
reached its lowest level in the quinquennium 1905<09 
and thus shortage of supply undoubtedly contributed, 
in no small measure, to the unusual rise in price 
during that quinquennium. 

Broadly speaking, two theories about the rise 
of prices, held the field : (1) that the large volume 
of the rupee currency which, under the gold ex* 
change standard system, ceased to be automatic, led 
to the depreciation of the token rupee ; and (?) that 
Indian currency had nothing to do with high prices 
which could be explained by economic changes of 
considerable magnitude going on in India and the 
Outside world. Finance Members like the Hon'hle 
Mr. Baker and Sir G. Fleetwood Wilson, held this 
View, and it was endorsed by Mr. K. L. Datta. 
Mr. Gokhale and others were inclined to accept the 
first theory, and both the views found expression in 
the Viceregal Council, when the question was re¬ 
ferred to year after year.* 

That the quantity theory of money applied to 
the problem, seems to have been admitted by every 
•ne; and the difference Hty in the emphasis laid 
upon the different terms in the price equation, 
MxVasTxP, (M = money, V = velocity of circula¬ 
tion, T ss trade or volume of exchange transactions 
and P = pricei and on the part played by the 
quantity of the token rupees in circulation. Thus 

.. . . — . ... . — -- - - - - , 

* S«e Gokbfti* **d Ecmmi, Rrforsu ; pafuxtS.it?. 
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Mr, Datta thought that the quantity of money in¬ 
creasing with the expansion of credit and increase 
in its velocity, prices of food stuffs were bound to 
increase while the volume o£ their production re¬ 
mained steady. The Government of India did not, 
o£ comae, admit this explanation of Mr. Datta about 
the insufficient supply of food grains.t This theory 
is only an application of the hw of demand and 
supply and must hold goed if proper attention is 
paid to 'other things remaining; the same.’ 

205 Currency and Prices '.—Making full 
allowance foi the fact that " India, by its adoption 
of a gold siandaid, lus burn switcaed on to the 
cunency guage of the rest of the world and is un¬ 
doubtedly biaring it; share in the price fluctuations 
to which tnc rest of the world his been subject,”}; 
and for the increared demand for c.rta ; n of India's 
products, winch has overtaken the supply, one is led 
to believe that the genera! rise of the price level is, 
to a considerable extent, due‘to th e Wimipp-rtion . 
ately t&fge supply “of currency, f he spell of high 
prices ruttug' in Europe and Auieuea has been 
attributed to the increased output of gold and the 
consequent expansion of currency and credit all the 
world over. The sums phenomenon is to be wit¬ 
nessed in this country, and the relation between 
high prices and the Indian currency system seems 
to be intimate. 

The official view is that the Indian currency 
system is automatic, that no more rupees are issued 
from the mints than are absolutely necessary for the 
purposes of trade and it is the rise of prices which 

t Soa pages abort. 

t Sr Nutwood Wilwa. 
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has necessitated the increased coinage of rupees. 
Government certainly issue rupees in response to 
thsdemand of trade, bot the output of these token coins 
has been exceptionally heavy. Mr. Keynes says s«— 
"The elects of heavy oelnage are cumulative. The 
Indian authorities do not seem to have understood 
this. They were, to all appearances, influenced by 
the crude inductive argument that, because there 
was a heavy demand ia 1905 - 0 $ , it was likely that 
there would be an equally heavy demaud in 1906-07; 
and when there was an actnally heavy demand in 
1906-07, that this made it yet more likely that there 
would be a heavy demand in 1907-08. They framed 
their policy, that is to say, as though a community 
consumed currency with the same steady appetite 
with which some communities consume beer." 

The gross outturn of ropoas at the Indian mints 


Was as followaj— 



Crores 

1902-03 

MS 

see 

... 11-27 

1903-04 

eee 

eee 

... 16*17 

1904-05 

♦*e 

eee 

... 10*88 

1905-06 

MS 

eee 

... 19*60 

1906-07 

see 

eee 

... 15*37 

1907-08 (Estimate ) 

... 17*30 


There was, during these years, a close parallel- 
lism between the growing output of rupees and 
the steadily rising prices. The rupees are not now 
melted as they used to be before the closing of the * 
mints, as this procedure entails a loss. There is a 
steadily increasing absorption* of the currency 
among the people tad this inflation has had a 
material effect in pushing up the price level, in* 

--— . . -. . . r _ 
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perience has taught that rupsot distributed over the 
Interior of the country hi payment for the staple 
products, do not quickly return to centres of com* 
merce and industry and efforts have to he made to 
get this currency back.* If additions continue to be 
made to the existing stock of rupees, the inflation 
must raise prices though not in the same proportion, 
because a part of the currency is required to meet 
the increasing volume of trade. This is the way in 
which the unautomatic character of the currency 
system acts upon prices. 

The problem of prices is complex and various 
factors exert their influence in determining the 
* price levels. Insufficient supply of Indian products, 
high gold prices ruling in outside markets, a large 
' external and intern aljjdomand for Indian products, 
the expansion of credit'— all these factors must be 
given their due weight. Bat the peculiar character 
of the rupee currency, and tbs manner in which it 
is issued and is absorbed, cannot be ignored as an im¬ 
portant cause of the rise of prices. A rise thus 
brought about, cannot be complacently regarded as 
natural and beneficial, and an effort must be made to 
minimise the influence of that cause by improving 
the existing currency system. The idea of prospe¬ 
rity induced by high prices# is misleading if all the 
factors causing the rise are mot taken into account. 

In our chapter on Production and Populationt 
we have shown how « if more mouths have to be 
fed with the same or nearly the same quantity of 
food, the prices must riot and this object cannot 

* Experience o t currency dMeofelN during the wwr, coatmei (to 
truth ot tW» etetemeot tad Qtmnmm kmti (old *» etttKl rapm 

late rirculatloa. 

t OwpwrVIl. 
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be an of congratulation or of consolation in view 
of the fact already noted that the closing of the 
other industrial avenues is driving many people 
on to the land.” * It is superfluous to repeat that 
the producers of raw materials which command high 
prices iu the foreign markets, must benefit to the ex* 
tent of the larger margin alforded {») if the profits are 
not interrupted by middle men and (li) the cost of pro¬ 
duction is not increased. But raw materials required 
for indigenous industries must be sufficiently cheap as 
also the necessaries cf life of the mass of the popu¬ 
lation. Then only will high prices prove beneficial. 
Cultivators supplying their own labour and produc¬ 
ing their own food, receive larger incomes on ac¬ 
count of high prices. But those who have to em¬ 
ploy dear labour and buy daax tood e.a& Qth.eC neces¬ 
saries of life, cannot be any the batter for a higher 
level of prices. 

The country as a whole, must benefit by a 
rise in the prices of exports if there has been no 
corresponding increase in the prices of imported 
goods. “ India's exports hare thus grown consider¬ 
ably " observes, Mr. Datta, “ in value in consequence 
of the rise of prices and only a part of this in¬ 
crease goes towards meeting the increased cost of 
befimports. There has also been a considerable in¬ 
crease in the volume of the imports of many classes 
Of goods required for consumption and the increase 
in the imports of many classes of goods which were 
formerly considered as luxuries out are now recog¬ 
nized as necessaries, bear eloquent testimony to a 
standard of living which is rising higher and higher 
with the rise of prices and the material prosperity of 
the country.’* t The true benefit will be measured 

~* Ktpoitw High price*. 
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by the difference between the prices o! the exported 
end imported commodities. 

206. Standard of Living.— With the expan¬ 
sion of currency and the more general use of 
money, the habits and tastes of people of all classes 
are changing. Ia England, wages rose to a high 
pitch owing to the war and as more money circulat¬ 
ed in the country, the working classes spent more 
and devoted their earnings to the consumption of 
luxuries which were formerly beyond their reach. 
Improvement of communications and imports of 
cheap articles of everyday use from foreign countries 
into India, combined with rising prices and higher 
wages,have induced people to consume such articles, 
and this consumption is producing interesting social 
effects. Restrictions imposed by caste, religion and 
custom are becoming slack and new ways are being 
adopted in eating, dressing, furnishing houses and in 
other matters. 

Tho growiug imports of certain articles of 
luxury'and conyynrence are taken as an TndteaOoa. 
of tha above change in the objects and methods of 
consumption and as an unmistakable indicatioh^M 
material prosperity of the bulk of the population* 
An increasing use of clothing and of clothes of TT 
better quality, the construction of better houses, the 
consumption of wholesome food In suffTcietff (fowtr-t 
tity, "improved water supply and sanitation,' a grow- 
»£|f habit of reading and a more liberal supply of the 
sources of innocent amusement and of the general 
amenities o£ life,—these will certainly bespeak a 
higher standard of life. A mere substitution of one 
article for another, or a mere change of social 
customs, is by no means, a sure sign of true'pro- 
sperity. 
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The middle and the lower classes o£ population 
are doubtless now able to command certain comforts 
and luxuries which formerly they could not dream 
of enjoyingt and to that extent there are sighs of 
the Standard of life rising higher. More money cir¬ 
culates among them than before ; byt the rayats 
have no stocks of grain! as they used to have, tSeire' 
is scarcity of milch cattle, and'they do hot seenST tb 
feefbettor o2 in spite of the changes noted above. 
The following statistics of imports cf certain articles 
of luxury and convenience, arc given as a proof of 
growing prosperity 

Imports of certain Articles of Luxor; and 
Ccnrsniance. 

' L*ki» ot fl». 

•yoS-t,* i9o* 10 j^io-n (9n-n t9i J-i4 


Sugar *i<i . 

to 6* 

$1,(5 

u,6s 

9,96 

(1,78 

14,47 

Kooclct Oil 

5 ,1* 

1,51 

8,1? 

3,85 

8,56 

2.86 

Cottoo piw goo-ii .. 

Sj,»o 

U,8: 

37,54 

4 I,*3 

Si.So 

6o,S4 

Silk 

I.8S 

i,85 

1 10 

2,(6 

f SS 

9,*t 

Woollen piece food* 

J.i* 

«,5S 

8,41 

8,79 

8,40 


Apparel Mid tutor* 







daibarp 

1.95 

»,9r 

8 84 

», S 5 

8,75 

3,06 

Boot* and Shoe* 

*9 

:7 

45 

3 l 

65 

74 

CPppcrud Y*lb» 








i,69 

».W 

?,rr 

l,t>i 

r,?ft 

8,51 

Motcbn 

75 

*8 

8* 

*• 

w 

*0 

Soup 

*i 

41 


t>* 

?U 

?4 

Btui out* 


S8 

I,oS 

i,o5 

(,(« 

1,83 

faftwahtd boo tbMU 

tfil 

■ to 

8, *5 

a,98 

3,61 

5,84 


SS.33 

41,46 

69,16 

69,91 

*4,74 

97,57 

f 

lets* M*. (toktag 

tSoS-lSMHM) «, 

« 

•7 

m 


Mi 

*(* 



tiOKS0M*TlON AND TBOSPEBITY. 45§ 

907. Consumption and Prosperity.—The 
increased consumption of such articles may bo an 
indication of material progress, so far as it goes. 
But there is the other side of the shield. Mr. Ram¬ 
say Macdonald says of the use of articles of fcixuty 
by the working classes in India as follows -"Bet¬ 
ter clothes are being worn, cigarettes are beginning 
to take the place of the hookah, alcohol is being 
more widely consumed, shoes are more general, 
umbrellas are becoming more common. The people’s 
wants—too many of them debased—are becoming 
more costly to meet. 4$ evidences of increased. 

Pf2. s P5 r *!>’.'..LT^- Hula t d i&nc o .jipoxL. sn eLfat fta* 
These tSmgTno mor e show jgxo&pejrity thait expen¬ 
sive weddings or extravagant funerals.” * 

An increase in the number of wantsjs welcome 
and aTargcr supply of necessaries and ,comjfprt§ is 
indispensable for raateiui progress. But t^e addi¬ 
tional articles consumed must not lead to physical 
deterioration and moral debasement; and changes in 
the manna of living, dressing aud so forth,' pmst be 
conducive to h&u-itfyr physical and moraldevelop¬ 
ment. f ea-drinkiag has already spread into" tbe 
interior of the country arid among‘"alt c&sSeS of 
people. In the Bombay Presidency w tW rapid 
multiplication of places of refreshment where tea it 
sold is remarkable and the beverage is becoming 
popular with the masses.” Workmen, employee 
and others, find tea to be a beverage which braces 
the nerves and gives temporary energy. It can he 
easily prepared and can be had without difficulty at 
times when it is required. 

The substitution pf.tea for the mote wholesome 

r^Jk |^|^; cannot, however, be re^mei^lnd 

.. . 


iscttar EteojroMici. 


the prevalence of the tea habit la to be deprecated 
on this ground, Th<tplaae,gi q aa nttt y- 
of cheap,jyUp!esfimte4M AfeutsM .Mad*. mJM* 

Se . ffijf „ b T y 

^tKSSr detriment to the consumer. And many are 
iETmaHyrs to tea and coffee and, therefore, to dye* 
pepsia and other diseases. Tho consumption of 
liquor is, again, on the increase and unfortunately it~ 
is shown as a sign of material prosperity. The 
introduction of monny economy ia placing money in 
the hands of workmen who are tempted to spend a 
large portion of their earnings on liquors and other 
intoxicants. In the Punjab, for instance, wo are 
told that "among all classes the increased means 
have not been accompanied by a proportionate deve- 
lopment of the rational enjoyment of leisure. The 
Jat, if his religion does not forbid him, spends more 
time with the bottle and too many find in the ex¬ 
citement of the law courts their onlv relaxation." 
This is an illustration of the spread of the evil of 
drink throughout the whole country and the efforts 
of temperance reformers have not produced any 
appreciable effect. 

In the second chapter of this book, an attempt 
has been made to give an idea of the Indian out¬ 
look on life ; and on the material world. There we 
have referred to the effect of the contact of modern 
Western civilization with the culture and social 
organization of India. The economic, social and 
political evolution which began 150 years ago, is 
rapidly proceeding and the pace of the progress has 
been recently quickened. There is a steady 


approximation to European ideals, in dress, manners 
and institutions, and the goal of progress is believed 
to lie in the clothing of Indian spirit ia the garb of 



CoHSTTMPTIOH. 


457 

modem civilization. The mass of the population in 
India has sot yet experienced the full effects of the 
impact of the two civilizations, though the reaction 
of the new forces on the people in the economic, 
political and social spbeies is clearly visible.;Changes 
in production and distribution have been described in 
the earlier chapters and those in consumption are 
noticed in the present chapter. 

Indian cultivators and handicraftsmen have 
struck observers as people o£ simple habits, sober, 
contended and God-fearing. But their thriftlessness 
and extravagance in marriage ceremonies and 
funerals haVc attracted a good deal of attention as 
also their fondness for ornaments; and these are 
often exaggerated.* There is extravagance of a 
sort in these matters amonq all classes of the 
community, and debts contracted for these purposes 
aro not regarded as something undesirable. And 
factory labourers are no less free from indebtedness 
than cultivators, as may be seen from the account 
given below. But there are a few tl.rif* »* people in 
all the strata of society and the savin'; b ihit has to 
be inculcated arm strengthened. Wages mm-.d and 
saved in towns are remitted to villages t» stpp .it 
families on the land. The social reform movement 
has not yet touched the lower classes, and it is they 
among whom it must spread. We have already re* 
f erred to the indebtedness and poverty of the rayats; 
and every thing which will make their lives brighter, 
give them sufficient food, shelter and clothing and 

* See Report of the Deccan Ri ,1s Commission Mr. Tatta say* in 
his Report on Ilk h Pries* :—“ The Indian cultivator is, as a rule, 
thriftless and extravagant mi much addicted to litigation. He lacks 
that basinets education which leads the rayai to test rain his tendency to 
borrow and whkh enables bias to calculate this mult of expenditure 
whether on improvements or otherwise.” 

68 
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raise them physically, morally and intellectually, 
must be attempted by those who are interested in 
the uplift of the nation. 

The life of the villager is of the simplest kind. 
Bread of Bajri and Jvari, or of Wheat in Northern 
India, and rice in Western and Southern India, 
accompanied by a small quantity of vegetable, forms 
the common dietary. Clothing is rough and cheap 
in the case both of men and women, and according 
to Western ideas, insufficient. The houses have 
, mud walls and thatched roofs and are kept clean, 
though ideas of personal Jivgeine and general 
cleanliness are not conspicuous among the lowest 
classes. A few trinkets and holiday clothes con¬ 
stitute their luxuries. The standard of life of people 
of the highest castes among Hindus and among 
; townspeople generally is higher. They are better 
housed, clothed and fed. fhe labouring population 
in towns is fast changing its habits and customs, and 
this change is very slowly permeating the country 
side where kerosene, corrugated iron sheets, glass 
and china ware, cheap lamp ware, matches, and toys 
are being introduced into common use. 

The following summary of the information* 
collected in Bombay for the purpose of initiating a 
movement for redeeming the debts and generally 
improving the condition of the factory operatives, 
will prove instructive :— 

“A lar^e mitnber of peop'.o among mill-hands ia 
Bombay who are mo*tly Mtratha* hail fro a the Konkan 
Districts and a email »erconta^e varying from 20 to 30 
aerate from the Deccan Districts. Thors are some from 
Northern India also. The average ago of a mUlh&ad v»rtM 

* EVb* Redemption Among the Urban Labouring clataet—A Paper - 
by Mr. G. K. Devadbar. 
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he tween 29 and 32. Though all classes of people such as 
middle class Marathas, Kolis, Gaulia, Mahomedaos, Mochis, 
Dheds, and Mahan are working in mills in Bombay, yet the 
number of Marathas preponderates. In Gujarat a large ma¬ 
jority of the millhands consists of Hindoos who mostly come 
from Gujarat, Kathiawar, and Rajputena About 25 per 
cent ore LaLomed-ina; and a small p*reentage varying from 
ft to 10 of toe jc- pie of the D> pressed Classes is Been there. 
In 8holaf.U’. Mids a nun ber of wt-avcrs are teen employed, 
lhe R\eTage petted of stay of iLoso who are now working 
in Bombay varies between 1- and l.i years end in Gujarat 
from 11 to 16. As most of too mill-Lands dj not entirely 
depend upon the mill-labour owing to their having some 
lands m their vihnges, all of them do not bring their 
families and thus a krg„ number live sirgle and several 
auch people occupy one room. Besides, “bound by strong 
tios to the land and to the village ” they generally go to 
their native places for one month in a year ; but some go 
onoe : n two years and a few in five years ; and now there 
are nearly 10 per cent of people who do not go at all; and 
thus, a small proportion of mill labour may represent what 
the Indian Factory Labour Gommission of 1908 terms the 
“ factory population. ’ ‘ trained from their youth to one 
particular class of work and dependant upon employment 
at that work for their livelihood.” Though nearly two- 
thirds change their service owing to low pay and failure 
to obtain leave on account of sickness, the remaining one- 
third etiok to one mill. 1 he percentage of literacy among 
the mill-hand* in Bombay has a very wide range. The 
average in mills where there is a small proportion of ml 11 - 
hands practically settled in Bombay works at 15} bat 
other# show a higher average. In Gujarat, the Broach 
mill has the percentage of 26; while in Abmedabad the 
percentage ta 16 only ; whereas in the Sholapur Mill# it 
ia as low as 10. Thus it seeuis that considering the pro¬ 
portion of literacy in rural areas, continued urban life gives 
* hatter impetus to literacy. The average number of 
pwwH» ih a mill-hairs family ia Bombay it nearly 4 ead 
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the tame in Gujarat, The monthly income of the principal 
wage-earner in a Bombay mili in the spinning department 
▼tries from Rs, 10 to Its. 20 ; the weavers earn between 
Rs. II and Rs, 25 ; whil" th ’ jobbers corn from Rs, 80 to 
Rs. 75 ; and in other departments they earn from Re. 15 
to Ra. 25. These incomes arc supplemented in many a 
case fcy the incomes of other members of his family in 
Bombay, Thus, roughly speaking tho average income of a 
mill-band family in Bombay works at Rs 22 and per head 
Rs. 5J, In Gujarat tb" average per family is about Ra. 20 
and per member Rs. 5. From the mas < of information about 
wages it is clear that the un»ki,led labturtr gets generally 
from Ra. 8 toils. 12 per month, while the skilled workman 
earns very* easily a much loeLur wage. The average 
monthly expenditure of a family of four persona works 
roughly at 11s. 18. As a rule those people live within their 
means but do not save more- than an average of lie. one per 
head when their earnings are poor; but when the salary 
is pretty high there is noticed a tendency to make com¬ 
paratively largo savings ; and these as a rule go into tha 
pockets of tho money-lenders in part payment of interest 
on loans borrowed from them. The habit of drink among 
these classes i3 not as wide spread a« it is generally 
supposed. Nearly 50 per cent of them soem to b« total 
abstainers ; 3,5 per cent drink occasionally and the rest are 
hard drunkards ; so much so that in a few instances, women, 
who in almost all cast s are total aba'ainers, have to support 
their husbands by their earnings. As regards indebtedness 
it may roughly bo stated that nearly 80 per cent of the la¬ 
bourers are indebted. The average of debt per family fa 
about Ra 125 which is made up of debts incurred in 
native places and those that are incurred in Bombay j and 
the rates of interest generally vary from 25 per cent to 
87^ per esnt on loans taken from the village soweare to 

75 per cent which is paid to the mar wanes in Bombay. 
The mill-hand* in Bombay invariably have to borrow from 
Marwaries at a rate of interest which is scarcely lees than 

76 par cent or one anna per rnprn par month. In Gujarat 
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where the average of indebtedness is slightly low the 
ordinary rate of interest in villages ie 18 to 25 per oent< 
whereas the Hania’s rate of interest in nrban areas is nearly 
the same as the usurious rate charged by the Marwaries in 
Bombay. The causes that lead the mill-hands to borrow 
are nearly common all over, such as, maintenance of the 
family, marriage, sickness, social ceremonies, funeral rites, 
payment of ancestral or old debts, agricultural Deeds, 
litigation, &e. &a. ; but they have not so much to pay for 
securing service as others have to do. Among Bombay 
mill-hands, slightly over two-thirds possess lands and 
homes of a small value in their villages. In Gujarat a 
smaller number owns lands as the agriculturists do not 
largely go in for mill-labour. In Sholapnr Mills abont 40 
per cent possess lands and houses. As would be expected 
nearly all po sets silver ornaments of a small value and 
even a few have some cash. A small percentage of people 
have their lands mortagaged to their money-lenders ; al¬ 
most all of them are willing to join co-operative associa¬ 
tions, if formed, for the purposes of credit store, and life 
assurance. 

Chronic Indebtedness as the result of usury. 

The above generalisations apply mainly to factory 
workers both in Bombay and outside. The conditions of 
other labourers differ from those of the mill-operatives in 
some important respects. The sweepers mostly come from 
Gujarat and Kathiawar and a few from the Punjab. Their 
incomes are much higher than those of the unskilled 
labourers in mills, because they make money by private 
employment and at night some of them even work in the 
dooks. Comparatively they have a high standard of literacy 
and their habits are extremely temperate. They are gener¬ 
ally very frugal, yet their average indebtedness is much 
higher, i, «. Rs. 250 which in some oases goes upfco Rs. 600 
because of the conditions of service. They are indebted 
mostly to Mat wadi s mid to their easts men and sometimes 
t» Bhaiyat and Ban las and have to pay Interest at various 
■xesoive rates such as M per cant, 76 par cent and ISO 
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per cent per year. Whereas the Mahers, whose average 
indebtedness ranges between Rs. 150 and R». 800 and la 
higher than that of the mill-hands and lower than that of 
the sweepers, have to pay interest sometimes at 150 pa r 
cent,». annas two per rupee per month, the most common 
rate being 75 per cent. In other respects their condi lion 
is much the same as that of the others. From the above 
analysis one thing stands ont boldly and it is this. When 
an average labourer comes to Bombay, instead cl being 
able to shake off the burden of his previous debts, he is 
dragged deeper into the mire ol indebtedness by several 
unavoidable c»uss and the result is that he is nearly killed 
under the pressure of the very exhorbitant rates which he 
has to pay to the so wears to whom he pawns nearly all the 
jewels and ornaments he possesses. Tne money-lender is 
anxious that his prey should not slip ont of his hands and 
to he cleverly manages to keep him under his clutches as 
long as he can. There may be some justification lor charg¬ 
ing a slightly higher rate than the market rate but not 
certainly so high as 75 to 120 per cent especially when the 
people enjoy a fairly good reputation of regularly paying 
their monthly instalments to the Mar wadis who have given 
them good certificate in this respect and it is in very tew 
oases that he has to go to Court. Some Ban ini and grain- 
dealers charge on credit accounts of grain She, 150 per cent 
to the Makars and there arc a few extnmely needy people 
who even pay 800 per cent *.*, annas four per rupee per 
month, to the K.buli money-lender whose methods of 
realization are too well-known to need tLeir description 
here. These things make it absolutely impossible for the 
poor men to extricate himself from this dreadful position 
and he ie completely at the mercy cf the sowcars. I have 
known instances ol people who for the fear of the sowcars 
do not oven go to their homes for nearly eight days after 
they have received their pay. The nsual practice of these 
people is to bnng the pay to the money'loader who credits 
it to his account which.the borrower can soareely nndoartand 
Sim fas reoeivee os the sane a n c o na l a tosh loan fov tha - 
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expense* oi (ha month. Thu«, a new fetter ie forged on 
hie lege. It is commonly known that clever sowcsrs who deal 
with these needy classes generally take from them a bond 
for twice the value of the amount actually paid, the intereet 
far the period being first deducted. In investigating a esse 
it was brought to my knowledge that the usual practice of 
a money-lending firm that gave financial accommodation to 
the poor tram conductors and soch other servants was to 
take a bond of Es. 50 for a loan of R*. 25 to be returned in 
three months; and deducting interest at 75 per cent, 
stamps,and writing charge* the borrower would actually 
receive B*. 20 for which a bond for Es. 50 had to be passed. 
It is here that the special aid of co-o; era'ioti is sought and 
the details of some of the existing Debt Redemption Socie¬ 
ties given below will show that co-operation can really 
bring them partial though not per feet relief. 

208. Summary.—When value is expressed in 
terms of money, it is called price. Prices of commo¬ 
dities will rise or fall if people are prepared to pay 
more or may pay less for them. The law of demand 
and supply operates here and prices are determined by 
the quantity of supply on the one side and the inten¬ 
sity of demand, on the other. Value* being express¬ 
ed in money, the supply of the media of exchange, 
exerts very great influence on the course of prices. A 
rise of prices is the same thing as depreciation of 
money and a fall means the enhancement of the pur. 
chasing power of money. The fluctuations of prices 
are shown by index numbers. 

Prices may rise under a monopoly and will he 
lowered under the influence of competition. Wheat 
the supply of certain kinds of commodities runs short, 
e. g. the supply of food grains in times of famine, 
prices go up, that is a certain unit of money purchases 
smaller quantities or a larger amount of money must 
I# paid to buy the same quantity of goods. Different 
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causes, operating either on the demand or the supply, 
will raise and lower prices. But when the general 
level of prices is affected in either direction, we have 
to turn to the quantity of money in circulation for an 
explanation. 

This quantity theory of money satisfactorily ac¬ 
counts for changes in price levels. Prices were low 
in old times, because the quantity of money in circu¬ 
lation was small and the commodities commonly con¬ 
sumed were plentiful. Only those articles were dear, 
of which the supply was limited. During the last few 
years, prices have gone up all the world over, and 
this depreciation of money is set down to the increas¬ 
ed production of gold and the consequent expansion 
of currency and credit. India has now been brought 
into intimate contact with the markets of the outside 
world and the general rise of prices has extended to 
this country. 

The rise of prices in India, which began about 
the year 1904, could have been caused either 
by an inadequate supply of commodities or by an 
increase in the quantity of the money in circula¬ 
tion. Mr. K. L. Datta who made an inquiry into 
this question for Government, concluded that the 
supply of food grains in India having failed to keep 
pace with the growth of population, their prices rose; 
and in the case of the other commodities he attribut¬ 
ed the rise to a variety of causes some peculiar to 
India and the others operating throughout the world. 
Those who expressed the view of Government, declin¬ 
ed to believe that the quantity of rupees issued from 
Indian mints had anything to do with the rise of 
prices which they attributed to other causes, such as 
the expansion of credit, extension of communications 
and so on, while the critics of the Indian currency 
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system held that the general rise of the level of prices 
was brought about by the enormous circulation of the 
token coins which exceeded the demand, 

The social and economic evolution which is go¬ 
ing on in the country, has resulted in a steady change 
in the [[methods of consumption. Food stuffs have 
become dearer within the last few years, and though 
the railways enable the transport of food grains 
from one part of the country to another in times of 
scarcity and even in normal times, thp total quantity 
of the stuffs has not increased in proportion to the 
p opul ation. Tea has indeed become a common 
thing, and among the higher classes, other articles of 
food are being used as substitutes or additions. 
Among them, there is a tendency to adopt western 
methods in the matter of dress, housing and furniture 
and a demand for these articles has led to an in¬ 
crease of the imports of the commodities calculated 
to satisfy the new wants. The imports of cheap 
foreign articles has stimulated their consumption 
on an increasing scale. 

In towns enjoying facilities of railway com¬ 
munication changes in this direction are well mark¬ 
ed and they are slowly penetrating even the country¬ 
side. Operatives working in factories require more 
clothing and a larger variety of it and they spend 
their earnings oa other things which were luxuries 
before or which they could not have thought of using 
on account of their outlandish character. Consump¬ 
tion of liquor is unfortunately spreading fast 
among the lower classes, and on the whole, it ap¬ 
pears that higher wages have not led to any physi¬ 
cal and moral improvement in these people. 
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X^li viogjs rising imax^S&UMJL. 

which characteri ^ §gricjiltyrai„jnd urbj&JifftJa 
the jpjLSt iS ^oisja^ioJ^^cen. Spread of educa- 
11011 , t£e adoption of western ways of life, and the 
establishment of the modem system of administra¬ 
tion and law are tending to improved sanitation 
and an increasing enjoyment of material comforts* 
Certain evils which western civilization and modern 
industrial organization have, however, brought in 
their train, have to be combated as they arise. In¬ 
debtedness is a chronic complaint from which the 
working classes suffer most, and though on the 
whole, they are simple and sober, there are certain 
directions in which much avoidable waste is going 
on; and this waste has got to be prevented. The 
Indian working man docs not compare unfavourably 
with the operative in other countries except that his 
earnings and standard of living are much lower. 
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cal, practical and statistical information. As such, it will 
prove instructive to the general reader who takes any 
interest in the affairs of his country and is invaluable to 
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prescribed on the subject of Indian Administration for tho 
new Arts coarse. 

The demand for copies has already been very heavy 
and it ie necessary for ovary one to make sure of a copy 
for himself. 

Price i—Re. 2. Poet age As- a extra* 


For copies, Apply le •'— 

The Arya-Bhusbao Press, 

poona eny. 



fftteiMi Opinion ^ 


e , 

“ It fet sore to be widely *ppi eclated- written us H Js by Ofteof tbs 
•Meat Indian ed ucat i onis ts of tic Deccan. Considering the mass of useful 
matter it coo t a in s, the price is decidedly low ". 

—The Modern Review. 


“ it would be useful as a hand-book to any student of the political 
history of India 

-The Hind*. 

" And ll will, therefore, be found eiceedingJy usefiw, being » capital 
introductory text-book to the study of an impoitant subject 

—The HI ad ns tan Review. 

“ Prof. Kale is never dull, neither makes statements without authority 
and verification 

—United India and Native States- 


" On the whole the book may confidently be recommended to every 
educated Indian, who is in any manner intetested m the advancement of 
his country. 

—The Indian Review. 


**.by Prof. V. G. Kale, woo has already made a name for 

himself by his economic and other writings which are invariably charac¬ 
terised by their breadth of view and sobriety of judgment, no less than by 
their skilful marshalling of facts and figures and cleat and elegant style of 
exposition. The volume before us also exhibits these qualities in a marked 
degree 

-The Maharatta. 


“ Prof. Kale attempts with success to weigh alt the views on the 
subjects, whether Indian or British, and thereby to present to the beginner 
the exact stability of either opinion. And what is more important, be 
leads the reader on to his own conclusions on most of the important subjects 
by clear and convincing arguments, ” 

-Commonweal. 

** Prof. Kale is well-known as a facile and well-informed writer no 
economic and other questions who has the happy knack of expressing bis 
views in a simple but attractive style and in a dispassionate spirit, and me 
have no hesitation in saying that the library of every educated Indian, 
however modest, should make room for this interesting and informing 

—The OhiRMtf. 

“ The machinery of Indian government end administration is des¬ 
cribed in this book m a manner which should appeal to the ordinary 
ntelUgcat Indian c it i sc n. ” 

—-Haters. 

“ Such a long felt want, w* are sure, is adequately supplied by Mr. V. 
G- Kale’s book on « Indian Administration " just published The Indian 
public do not need any introductory words from the reviewer to make 
known the author to them- The author's name Has preceded the book. 
Both by his in timate , hut not by any means dangerous, acqaiotance with 
Indian administrative questions, and his tong experience with the capaci¬ 
ties of the student mind, he is eminently fitted for the task.We have no 

hes i t ation in r eco m mend ing this bock to young Indie sod the sore educe* 
ted el our people can reed It with, equal istetcet. ” 

—TUI Wealth ot t«*U. 






